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CANADA LIFE 
Z ice on the assistance TA 
its Estate Service Division 


For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 


Estate Service Division Oa 


HALIFAX OTTAWA WINNIPEG 
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QUEBEC TORONTO CALGARY 
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505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 
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Copyfiex Model 110— Handy desk 
top model copies originals 11” wide 
by any length. Makes up to 300 
letter-size copies per hour. Other 
models available with copying 
widths up to 54”. All machines 
available on Lease-Purchase Plan. 


THE 
ROYAL TRUST 
COMPANY 
Flattene Peak Period 


for Tax Returns! 


With modern Bruning Copyflex copying 
machines, The Royal Trust Company has 
eliminated the vast amount of slow, costly 
typing in tax return work. 

With Copyflex, Royal Trust staff account- 
ants fill in government-approved translucent 
tax forms (printed on one side only). From 
these original forms, Copyflex mechanically 
makes sharp, exact copies in seconds. Any of 
the Copyflex copies is acceptable for filing with 
the government. 

Royal Trust has substantially reduced cleri- 
cal work during the tax season, has freed two 
staff accountants from checking typed returns. 
Clerical copying errors have been eliminated. 
Returns go out faster. 


Whether you’re in the trust field or a public 
accountant, you can slash paperwork in almost 
any accounting operation with Copyflex. 
Machines are clean, odorless, economical — 
letter-size copies cost approximately a penny 
each for materials. Mail the coupon below 
for complete information. 


BRUNING 
py lex 


Charles Bruning Company (Canada) Ltd. 
105 Church Street, Toronto 1, Ontario 


Please send me information on Copyfiex for 
0 tax return work OD general accounting. 


CI i iccccintieindinaat nance WOOO 
Company 

Address 
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The Middle 
of the Road 


Over a period of years, the successful 
investor is generally the one who has 
followed a middle course. He has kept 
his holdings of high grade bonds, pre- 
ferred and common shares and growth 
stocks in suitable proportion, so that 
his investments provide safety, good 
income, growth possibilities . . . and 
peace of mind. 


Regular periodic review of investment 
holdings has proven valuable to many 
investors. Write or telephone any of our 
offices for information on this service. 


Wood, Gundy & Company 
I 
Toronto Montreal Winnipeg Vancouver Halifax 
Saint John Quebec London, Ont. Hamilton Ottawa 
Kitchener Regina Edmonton Calgary Victoria 
London, Eng. Chicago New York 


@D HELP YOUR CLIENTS ---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 

@ Save collection and bookkeeping costs and avoid credit losses. 

@ The low cost way to convert their tied-up capital into working cash. 
LOWEST RATES — FOR FULL. DETAILS, PHONE OR WRITE 


Cictina Ftacts-s 


cORPORATION LiuMmivtreod 
400 Ontario St. W., Montreal 2, Que. AVenue 8-5115 
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Addressograph-Multigraph methods and 
equipment cut costs by automating 
paperwork. Your clients will welcome 
suggestions as to how A-M systems can 
introduce economies in their business. 


Addressograph automation saves time and 
money on repetitive writing, accounting 
and statistical information — wherever the 
same names, figures, codes or other data 
must be repeated over and over. Today 


there are versatile Addressograph machines 
for either centralized or decentralized re- 
petitive writing operations — offering new 
opportunities for cost cutting in every de- 
partment of business. 


Multilith Offset for systems and duplicat- 
ing. Office and factory forms, communi- 
cations, promotional literature, house or- MAIL THIS COUPON TODAY: 
gans are reproduced in required quantities, 


with perfect accuracy and legibility plus 


amazing economy. Variable information Addressograph-Multigraph of Canada Limited, 


need be written only once on a Multilith 42 Hollinger Road, Dept. CC 14 
Toronto 16, Ontario. 


Master on which a form has been preprint- | 
ed. Then both the information and the | | am interested in learning how A-M methods 
form are simultaneously reproduced in | and equipment cut costs in business — no 
any desired quantity using blank paper. | obligation. 





Addressograph-Multigraph 


of Canada Limited 
Branches throughout Canada 


SERVING SMALL BUSINESS — BIG BUSINESS — EVERY BUSINESS 
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Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dompuon Securirms Gren. Limrrep 


Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


THE IDEAL FOLDER FOR WORKING PAPERS 


onty ACCOBIND rotpers 


COMBINE ECONOMY WITH SO MUCH 


: Papers held in age firmly by 
SECURITY ACCO FASTENER. 


: “i id Pe 
CAPACITY: : 2 aia standar . greater 


- Made of genuine PRESSBOARD, 
DURABILITY: toughest and smoothest of cover 
stocks. Commonly serves for 10 

years or more! 


. Full range available. Special 
SIZES: folders to order. 


IDEAL FOR: Client’s Folders, Analyses, Re- 
ports, Financial Statements. 


ASK YOUR STATIONER 
or, for full information, write today to 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
IM U.S.A.—ACCO PRODUCTS, a Division of NATSER CORP., OGDENSBURG, N.Y. 
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Edward J. Williams. F.C. A.. 
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Comptroller, James Richardson & Sons 


“Moore forms help confirm orders the same day” 


CONTROL GIVES JAMES RICHARDSON & SONS MAXIMUM SPEED AND ACCURACY IN BILLING 


A fully automated accounting system, combined 
with direct private teletype lines linking 26 
branch offices, gives investment firm James 
Richardson & Sons more efficient service in 
processing client’s stock, bond and commodity 
orders. Confirmation to the client of his buy 
or sell orders is virtually automatic and the 
contract or invoice is mailed the same day the 
transaction was made at the market. 


The key to the system is the automatic trans- 
mission of data and the automatic printing of 
information from punched cards. These are 
processed by an IBM Calculator to obtain gross 
or net amounts, taxes, and commissions. With 
this added information, the cards run through 


Build control with 


an IBM Accounting Machine which prints the 
complete invoice or contract on a 3-part Moore 
Continuous Form. It is the company’s control 
in print. 

Automated Data Processing can solve prob- 
lems for any company, large or small. It need 
not be costly. To see how this might benefit 
your business, write the nearest Moore office. 


Moore Business Forms Ltp.*—856 St. James St. 
West, Montreat—7 Goddard Avenue, Toronto 15 
—711 Erin Street, Winnipec—296-12th Ave. East, 
VaNncouvER—Over 300 offices and factories through- 
out Canada, U.S., Mexico, Caribbean 


and Central America. 
* Division of Moore Corporation, Limited 


MOORE BUSINESS FORMS 





Company Treasurers- 


We can help you keep your short term 


funds working. Call us for information on: 


¥ Treasury Bills 
¥ Government Bonds 


Vv Instalment Finance Notes 


s 


McLeop, YouNG, WEIR & COMPANY 


LIMITED 
276 St. James Street West 
Montreal 
Victor 5-4261 


Hamilton 
Edmonton 


50 King Street West 
Toronto 
EMpire 4-0161 


Winnipeg 
Quebec 


Calgary 
New York 


Vancouver 
Windsor 


London 
Sherbrooke 


Ottawa 
Kitchener 


Last year these ji 
Contributed just ~~ tree 
Setar Sets 

Y xpenditures, abate, eeemnal 


force and 
70 per cent of all new capa} 


QUICK PICTURE: 


You will find, in our Com- 
mercial Letter, a quick but ac- 
curate survey of current com- 
mercial activities in Canada, a 
concise review of foreign trade 
developments, the latest statistics 


on trade, industry and finance, 
authoritative articles on special 
aspects of Canada’s economy. 
Your local manager will gladly 
place your name on our mail- 
ing list, or just write to: 


THE CANADIAN BANK OF COMMERCE 


HEAD OFFICE e TORONTO 
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R. E. SAUNDERS, C.A. (page 411) 


Businessmen interested in a realis- 
tic description of Canada’s banking 
system will want to turn to Robert E. 
Saunders’ article “Bank Administra- 
tion and Accounting Control”. Very 
early in their development banks 
adopted the branch system and the 
author shows how this has become a 
major influence in administration and 
how much of the work of central 
management relates to the supervision 
and control of activities at hundreds 
of separate geographical points. 


The author has a broad background 
both in banking and accounting. Af- 
ter receiving his certificate in chart- 
ered accountancy in 1934, he spent 
the first three years during World 
War II with the Foreign Exchange 
Control Board and in 1948 joined the 
Mutual Aid Accounting Division of 
the Department of Munitions and 
Supply. At the end of the war he re- 
turned for a short while to public 
practice and in 1947 was appointed 
assistant chief accountant for the Do- 
minion Bank. He is now chief ac- 
countant for the Toronto-Dominion 
Bank and responsible for the prepara- 
tion of all accounting returns and fi- 
nancial statements and for the bank’s 
corporation tax returns. He serves on 
the Magazine & Publications Commit- 
tee of the Canadian Institute and is 
also a member of the Controllers In- 
stitute of America. 





ERNEST GRAY (page 434) 


In “Accounting in the Motor Trans- 
port Industry”, Ernest Gray shows 


S. E. STANFORD, C.A. (page 417) 
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considerable concern for the way con- 
trols in the industry are being main- 
tained. He outlines a method where- 
by transport companies, through 
using a uniform system of accounts, 
can ensure the reliability of carriers’ 
accounting functions and_ provide 
management with prompt reporting 
on its far-flung activities. 

Mr. Gray is secretary-treasurer of 
Consolidated Truck Lines Limited, 
Toronto and a member of the execu- 
tive of the Accounting Council of the 
Automotive Transport Association of 
Ontario. He has a background of 
almost 30 years in the highway mo- 
tor transport industry. 


R. D. WHYTE, C.A. (page 439) 


The growing awareness that the 
present role of internal auditing can 
be enlarged to provide a more con- 
structive service for management is 
what prompted the Editors to ask 
Robert D. Whyte to contribute the 
article “Organization of an Internal 
Audit Department” in which he shows 
specifically how such a department 
can best be developed. The author 
reaches the conclusion that to operate 
efficiently, the organization of an in- 
ternal audit department requires 
strong backing and that the acid test 
of its effectiveness is the degree of 
acceptance by management. 

Mr. Whyte is chief accountant of 
Canada Cement Company Limited af- 
ter joining the firm as chief internal 
auditor. He graduated in commerce 
from McGill University and was ad- 
mitted to membership in 1953 in the 
Institute of Chartered Accountants of 
Quebec. He was associated former- 
ly with the Montreal office of Price 
Waterhouse & Company. 


Too many small retailers, without 


realizing it, reduce their profits by 


Continued on page 398 
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Here’s a new concept in automatic book- 
keeping. The National Class “‘32’’ soon 
pays for itself—and pays repeated divi- 
dends on your initial investment. It pro- 
vides new ease of operation and operator 
training—offers new speed of posting to 
keep pace with the tempo and volume of 
modern business. 

Every possible automatic advantage has 
been included to relieve the operator of 
physical and mental strain—permit great- 
er volume with greater accuracy. And this 
versatile machine may be used for any 
posting plan—dual or unit—carbon or 
photographic. The new National Class 
**32°° is truly the leader in its field. 


—the new National Class “32" 
Accounting Machine— 





Nattonal ACCOUNTING MACHINES —ADDING MACHINES — CASH REGISTERS 


You owe it to yourself to investigate this versatile accounting machine, Ask 
your nearest National representative for complete details without obligation. 


Greater Volume with 


Greater Accuracy... 


Here’s why the Class ‘*32” takes the lead 


Fluid-drive carriage travels in either direction at 
uniform speed—with quiet, vibrationless action 


All keys and motor bars operate with a light 
touch for greater efficiency with less effort 

Easy correction of errors from one control key 
with direct automatic adjustment of all affected 
totals 

Full visibility of all entries posted and being 
posted for greater accuracy 

Directive motor bars aid operator in selecting 
the proper column—make it simple and easy to 
train operators 

Automatic clearing of all balances and totals 
increases operator efficiency 

Carriage opens and closes automatically to 
speed up posting and reduce operator fatigue 


Instantly adjustable to any plan of posting 


Flexible amount keyboard fills in all ciphers 
automatically—and operators may depress two 
or more keys simultaneously and check amounts 
before posting 





THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED 


Head office: Toronto 





Sales Offices in Principal Cities 
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Can Your Clients 
Afford 


New Customers? 


For increased sales volume they 
need those new customers. 

But new customers present prob- 
lems, too. Are they good risks? 
Can your client extend them 
credit? And, if he can, where then 
can he find the ready cash to fi- 
nance those extra sales, the work- 
ing capital to carry the accounts 
receivable? 

If any of your clients have this 
problem, Canadian Factors can 
help them — by taking over those 
credit-checking responsibilities, and 
by advancing the cash that enables 
them to increase sales without 
seeking new investment capital. 


HERE'S HOW OUR SERVICE WORKS: 

° We buy your client's accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise 
is shipped. 
We guarantee ent 100% — 
once we've bought his accounts, 
the credit risk becomes our worry. 
We free your client from making 
credit decisions — he's able to 
devote his full time to the profit- 
making aspects of his business. 
We relieve him of the expense and 
trouble of his accounts-receivable 


Perhaps these services could be of 
great help to some of your clients. 
If you’d like to discuss the advan- 
tages of factoring with them, and 
you want more information for 
your own use, write today for our 
free booklet: “Credit Risks and 
Frozen Accounts.” 


26") |! 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
42° “Aayor Street, 
Vi. 9-8681 
Established in 1931. 


Montreal 


Continued from page 396 


failing to prepare and use a budget. 
Budgeting has been aptly described as 
“planning before acting, using fore- 
sight and hindsight”. In other words, 
with a well-drawn budget before him, 
a small retailer has all the figures 
showing the sales he must achieve 
and the costs he must not exceed in 
order to end his fiscal period with a 
satisfactory profit. In his article 
“The Small Store: Planning the Bud- 
get”, Stephen E. Stanford describes 
the various steps to be taken in this 
field and illustrates his points by ref- 
erence to a very simple operating 
budget summary. His article is an- 
other in the series which the Editors 
hope will help small retailers to keep 
their businesses on a stable, healthy 
basis. 


Mr. Stanford is a member of the 
Institute of Chartered Accountants of 
British Columbia and has been in 
public practice in Vancouver since 
1951. He writes with authority, for, 
as a sole practitioner, his clients con- 
sist mostly of small to medium-sized 
business concerns. He is a member 
of the National Office Management 
Association and the American Insti- 
tute of Management. 


ANDREW BARR, C.P.A. (page 424) 

Pointers to accountants in their re- 
lations with the Securities and Ex- 
change Commission in Washington 
were presented last September at the 
Canadian Institute’s annual confer- 
ence in Montreal. The speaker was 
Andrew Barr, chief accountant for the 
S.E.C., and this article “Canadian Ac- 
counting and the S.E.C.” developed 
out of his talk to nearly 800 dele- 
gates who attended that particular 
session. 

Mr. Barr has been associated with 


the Securities and Exchange Commis- 
Continued on page 400 










hoose your weapon! 



















till fighting accounting costs with 
yen and ink or other old-fashioned 
methods? Time you heard about the 
new low price on Burroughs P-600 
\ccounting Machine and the account- 
mg plan that goes with it! The 
machine’s priced so low that small 
businesses can profitably enjoy its 
peed, accuracy and _ big-business 
eatures (front-feed, automatic car- 
iage control, register selection). The 
blan’s yours for the asking—just clip 
ind send in the coupon.  Burroughs—TM. 





Durroughs 


—-———Send for FREE bookle--——— 


| BURROUGHS ADDING MACHINE 
| OF CANADA, LIMITED 
| Windsor, Ontario 


ho0b0RoRNGOR 


Please send me your helpful booklet "A 
Complete Accounting Plan for Burroughs 
P-600 Accounting Machines.” CCA-112 


Name 
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Province 
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ACCOUNTANTS 
$5,400 to $6,180 
depending on qualifications 


Department of Justice 
Ottawa 


Those selected will assist in the in- 
vestigation of restrictive trade prac- 
tices and the conduct of general eco- 
nomic inquiries under the Combines 
Investigation Act. 

Candidates must be university grad- 
uates, with registered membership or 
eligibility for such in a professional 
accounting association. 


For details, write to 


Civil Service Commission, 
Ottawa 


Please quote competition 58-728 


DUPLICATOR 


© FORMS ° 
produced in minutes economically 

GRAND & TOY has a 

model to fit every 


REPORTS ° BULLETINS 


© SPIRIT 
© STENCIL 
® HAND 
© ELECTRIC 
come in for a 
free demonstration 


OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 


DUPLICATOR eee 


6-14 WELLINGTON ST. WEST, TORON is . 4-6481 
“THE CENTRE”, HAMILTON - LI. 


Duplicating Machine’ Supplies at all GAT Stores 
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sion since 1938 and is a certified pub- 
lic accountant from the state of Illi- 
nois. After graduating from the Uni- 
versity of Illinois, he spent the next 
two years in public accounting and 
went on to teach accounting at Yale 
University for twelve years. In 1956 
he was elected vice-president of the 
American Accounting Association and 
is presently director of the Washing- 
ton Chapter, National Association of 
Accountants, a position he previously 
held in 1955 and 1956. 


EDITORIAL (page 407) 


This month’s lead editorial “Re- 
cruitment and Industry” is contribut- 
ed by E. Michael Howarth, executive 
secretary of the Canadian Institute of 
Chartered Accountants. 


INVENTORY CERTIFICATES 
LIABILITY CERTIFICATES 


Blank, per 50 of either... . $1.00 
Blank, per 100 of either. . $2.00 


Available in English or French 
in blank only 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 
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Tax Briefs Invited 


Suggestions from members for 
amendments to the Income Tax Act 
will be welcomed by the C.1.C.A. Tax- 
ation Committee which will soon meet 
to draft the Institute’s recommenda- 
tions on taxation, according to Harold 
E. Crate, committee chairman. Rec- 
ommendations are also being received 
by the committee from the Provincial 
Institutes. The final draft will form 
part of the joint brief on taxation sub- 
mitted in conjunction with the Cana- 
dian Bar Association to the Ministers 
of Finance and National Revenue. 
All suggestions should be submitted 
not later than November 30. 


President Tours East 


John L. Helliwell, C.1.C.A. presi- 
dent, accompanied by E. Michael 
Howarth, executive secretary, made a 
tour of the Atlantic Provincial Insti- 
tutes from October 17 to 25. During 
the trip, they visited chartered ac- 
countant groups in St. John’s, Halifax, 
Moncton, Saint John and Charlotte- 
town. 


Education Assistant 

Lome J. Reesor, C.A., formerly with 
Gunn, Roberts & Company, Toronto, 
has been appointed to the staff of the 
Canadian Institute as an assistant in 
the education and examinations work 
of the Institute. 


New Publication Well Received 


The brochure “Canada’s Investment 
Business”, published by the Canadian 
Institute at the beginning of October, 
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is enjoying widespread acclaim on the 
part of those interested in the invest- 
ment field. An advertisement and or- 
der form for the brochure appears on 
page 485 of this issue. 


Two Institutes Saluted 

At the annual general meeting of 
the Canadian Institute, Sir Ian Bol- 
ton, F.C.A., a past president of the 
Institute of Chartered Accountants of 
Scotland, conveyed the felicitations 
of the Scottish Institute to the Insti- 
tutes of Chartered Accountants of 
Ontario and Saskatchewan on the oc- 
casion of their 75th and 50th anni- 
versaries, respectively. Each Insti- 
tute’s senior representative was pre- 
sented with a scroll signed by the 
president and secretary of the Scottish 
Institute. 


Annual Report Winner 

The 1958 annual report of Imperial 
Tobacco Company Limited won first 
prize in a recent competition spon- 
sored by Typographic Designers of 
Canada. 


Appeal Board Appointments 

Cecil Snyder, Q.C. has been ap- 
pointed chairman of the Income Tax 
Appeal Board, succeeding Fabio 
Monet, Q.C. who died earlier this 
year. Jacques Panneton, Q.C., of 
Montreal, has been appointed a mem- 
ber of the Board. 


American Institute Conference 


More than 1,700 members and their 


wives attended the 71st annual meet- 
Continued on page 404 
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mark of increased office efficiency 


From the very first day you will discover the amazing difference 
an IBM Electric can make in your office. Your secretary will 
turn out more letters in less time than before, and with only a 
fraction of the work. That’s because this easy, modern way to 
type takes up to 95.4% less finger-effort than a manual type- 
writer. And whether she uses a heavy touch or a light touch, 
every letter will be clear, sharp, and uniform. 


IBM Electric 


The results? Distinguished letters that will reflect the dignity 
and faultless service you want associated with your business. 
All this—and lower typing costs, too. Why not call an IBM 
representative today? 


OFFICES IN PRINCIPAL CITIES IBM veeccaatens 


25 years ago IBM introduced its first electric typewriter . . . this year IBM will produce its millionth! 
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At the recent C.I.C.A. conference in Montreal, the Editor and departmental editors of 
The Canadian Chartered Accountant confer with Harold S. Moffet, chairman of the 


Committee on Magazine and Publications. 


Left to right: Campbell W. Leach (Tax 


Review); Mr. Moffet; J. E. Smyth (Students Department); Geoffrey H. Ward ( Practi- 
tioners Forum); Peter C. Briant (Current Reading); Renny Englebert, Editor; and John 
W. Crowe (Administrative Accounting). Absent: W. Barry Coutts (Accounting Research ). 


Continued from page 402 
ing of the American Institute of Cer- 
tified Public Accountants in Detroit 
from October 11 to 16. Representa- 
tives from the Canadian Institute 
were John L. Helliwell and E. 
Michael Howarth. At the meeting, 
Louis H. Penney of San Francisco was 
elected president of the Institute for 
1958-59. Newly elected vice presi- 
dents are William P. Hutchison, Port- 
land, Ore.; Hugh M. Mercer, Atlanta, 
Ga.; Robert J. Murphey, Decatur, IIL; 
and John W. Queenan, New York 
City. Thomas D. Flynn, New York 
City, is treasurer. 


“Accounting Trends and Techniques” 

The latest survey of the accounting 
practices of 600 industrial American 
corporations, published in the 12th 
edition of “Accounting Trends and 
Techniques” by the American Insti- 
tute of Certified Public Accountants, 
shows that over 83% of the companies 
now provide comparative data for 
prior years in their financial state- 
ments. All but 15 present complete 
sets of balance sheets, income state- 
ments and surplus statements, while 
408 highlight their reports with simp- 
lified charts and tables. The title 


“profit and loss statement” has been 
almost completely displaced by “in- 
come statement” and “statement of 
earnings”. Although the term “bal- 
ance sheet” is still the most common, 
it has lost ground to such expressions 
as “statement of financial position” or 
“statement of financial condition”. The 
survey also showed a slight decrease 
in the number of companies paying 
cash dividends and an increase in 
companies having stock option plans. 

The 260-page “Accounting Trends 
and Techniques” is available from the 
American Institute of Certified Public 
Accountants, 270 Madison Ave., New 
York, at $15 a copy. 


Lord Mayor of London 

The newly elected Lord Mayor of 
London is Sir Harold Gillett, M.C., 
F.C.A. Sir Harold, who will be ad- 
mitted to office on November 8, is 
senior partner of Dixon, Wilson, 
Tubbs & Gillett, Chartered Account- 
ants, London. 


In the News 

Gorpon F. McCrary, C.A. (Alta.), 
is chairman of the 1958 Community 
Chest of the City of Edmonton. 
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e STREAMLINE PAPER WORK 
e CUT DOWN ON ERRORS AND OMISSIONS 
e CUT COSTS AND INCREASE EFFICIENCY 


Office automation is no fearsome “bogie”... 
but a beneficial, easy-to-manage aid to modern 
business. A key to automation is Private Wire 
Teletype which provides the interconnecting 
link between all standard business automation 
machines using common language tape. 


Your CP-CN communication specialist will be 
glad to explain the many advantages of 

PW Teletype and its application to your office 
automation programme. Just call your 

nearest Telegraph office. 


CP-CN Telecommunications serve all Canada 
«+. and are linked with Western Union 
for Canada-U.S.A. PW Service. 
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Before and After... 


Before you invest, investigate . . . is just good common sense: 
And yet, year after year it is amazing how many people. . ; 
good sensible people too . . . fail to do just that. 


Buying securities on tips, on rumours, without examina- 
tion, or buying on the advice of uninformed people, very 
often causes many an investment headache. Better Business 
Bureaus are kept busy, Securities Commission officials look 
into innumerable complaints, and securities are purchased 
which sometimes turn out to be... “not what I thought.” 


Before you invest, investigation is good common sense. 
After you invest, investigation is also good common sense. 
“See your dentist twice a year” is not propaganda .. . it is 
preventive dentistry. Most people think it good business to 
check trouble before it starts or, at least, before it becomes 
serious. 





To have your investment adviser check your securities at 
regular intervals makes sense too. Conditions change, in- 
dustries change, markets change. To “put them away and 
forget them” is not good ... it’s not good for teeth, and 
it’s not good for securities. 


Our organization is equipped to help you investigate 
before you invest and . . . after you invest, to help you by 
regularly checking your securities to see that your funds 
are working to best advantage and to see that they are 
doing for you what you want done. Any of our offices or 
representatives will help you... drop in or write, whichever 
is more convenient. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 





Editorial 


RECRUITMENT AND INDUSTRY 


OveR THE PAST few years much has been written concerning the 
problem of recruiting adequate numbers of suitable students to meet 
the demands being made on the profession of chartered accountancy. 
These demands fall into two general categories, and both stem from 
the rapid growth of our Canadian economy. The first and basic de- 


mand has been for increased services to clients by practising char- 
tered accountants. The second has been the demand for qualified 
chartered accountants to fill positions in industry, finance, and 
government. 

Our profession has been fortunate in the extreme in the con- 
tribution which it has enjoyed from its non-practising members. 
Many of these take an active part in Institute affairs at both pro- 
vincial and national levels. They are regular and valued contributors 
to this journal, and they participate fully in Institute conferences. 
By far their most important contribution, however, is the competence 
and sense of responsibility they display in the discharge of their 
normal duties which constantly redounds to the benefit of the pro- 
fession as a whole. 

This is, from the profession’s standpoint, the shiny side of the 
medal, but the steady flow of members into industry is not without 
its problems. These members are not lost to the profession, but they 
are no longer available to provide essential, on-the-job instruction to 
the current crop of students, upon whose judgment and ability both 
industry and practice will have to depend in the future. In this con- 
nection, it is not the newly qualified C.A., eager, and sometimes over- 
eager, to make his mark in industry, whose contribution is missed. 
Rather it is the seasoned man of some years experience who frequent- 
ly leaves to assume a responsible post, whose shoes are most 
difficult to fill. 
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Ironically enough, it is the practising firms themselves-that are 
often to blame for this state of affairs simply by attempting to serve 
the best interests of their clients. They frequently recommend im- 
provements in accounting methods and financial controls which 
their clients are unable to implement without the services of a quali- 
fied accountant. The right man is found, often with the help of the 
practising firm. In due course, he assumes broader responsibilities, 
his own department expands, and, inevitably, he enters the market 
for an assistant, who in turn will be “preferably a C.A.”, as the 
advertisements so often read. 

This familiar pattern can be expected to continue, and it is 
desirable that it should. It will necessitate, however, a steady recruit- 
ment of highly qualified students if the needs of both practice and 
industry are to be fulfilled, and the emphasis on quality must be 
rigorously maintained. Up to now this has been generally regarded as 
the problem of chartered accountants in practice, and rightly so, but 
an opportunity exists for others to make a valuable contribution. A 
recent editorial in The Accountant offers an interesting suggestion 
which especially lends itself to the situation in Canada where nearly 
4,000 C.A.s are employed in industry, finance, and government. It 
states, in part, “If each member, particularly those in industry and 
commerce, looks around his young acquaintances or those of his son 
(or daughter) or grandchildren, it will be most surprising if he does 
not espy the promising material for at least one future recruit to 
the profession among them.” If the number of sons and grandsons 
of our members in both industry and practice who form part of each 
year’s graduating class is any indication, there are many who are 
influencing young men in the choice of chartered accountancy 
as a career, either by example or advice. If these and others will 
go a little farther afield, as suggested above, they will be helping to 
solve one of the most difficult problems now facing the profession. 
They may also eventually have the very real satisfaction of knowing 
that they have been instrumental in the selection, by someone they 
know, of a useful and rewarding career. 


RESEARCH IN RETROSPECT 


THIS MONTH we present to readers of The Canadian Chartered 
Accountant a new Editor for the Accounting Research Department 
of the magazine. He is W. Barry Coutts, C.A., associate professor of 
the Institute of Business Administration at the University of Toronto, 
and formerly a partner of Clarkson, Gordon & Company. Mr. Coutts 
takes over from Professor Lawrence G. Macpherson, F.C.A. and, 
through the medium of this department, will continue to bring readers 
information about what is going on in the field of accounting and 
auditing research. 








EDITORIAL 





Emerging from the foregoing is the fact previously announced 
to our readers that Professor L. G. Macpherson has resigned his posi- 
tion as director of research of the Canadian Institute td become di- 
rector of the School of Commerce and Business Administration at 
Queen’s University, Kingston. For the time being, the position of 
research director remains vacant, but, in preparing for the days that 
lie ahead, it may be appropriate to indulge in a backward glance to 
refresh one’s memory on what occupied Mr. Macpherson’s energies 
during the four years he held the post of director of research for the 
Canadian Institute. 


There should be no need to emphasize the value of research in 
accounting. Most members of the profession look to the Institute for 
guidance and, in selecting subjects for study, care has been taken to 
include those about which now or in the foreseeable future informa- 
tion is almost certain to be required. 


Since the end of the war, the accounting profession has realized 
increasingly the significance of the figure of income or profit for the 
year and the question of how income or profit should be determined 
has become of prime importance. The Committee on Accounting and 
Auditing Research was created by the Canadian Institute in 1946 
and nine bulletins were published during the next eight years dealing 
with accounting problems and terminology. In 1954, however, re- 
search activities were considerably expanded with the appointment of 
Mr. Macpherson as director of research and, under his guidance, a 
number of major research projects were undertaken. 


While the experience and judgment of senior members of the 
profession are essential to any research program, it should be borne 
in mind that those engaged in the practice of accountancy can give 
only such time as they can reasonably spare from the pressure of their 
daily responsibilities. Any long-term program on research must rest, 
to a very large degree, on the amount of skilled help which is avail- 
able on a full-time basis. In the services of Mr. Macpherson, the 
Institute was in a peculiarly advantageous position for, as a dis- 
tinguished teacher and a practitioner in public practice, he had the 
unique opportunity to study current accounting trends and techniques 
and the ability to elucidate clearly principles and their application 
from a variety of opinions. 


Two major research undertakings of the Canadian Institute 
directed by Professor Macpherson were in connection with account- 
ing terminology and the analysis of published financial reports. In 
1955, the Institute published “Financial Reporting in Canada” which 
provided a summary of the trends and latest developments in finan- 
cial reporting as disclosed in 275 published annual reports. An en- 
larged and expanded second edition was published in 1957 and, as 
the preface indicated, special emphasis was placed on the extent to 
which current practices follow the recommendations included in the 
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bulletins released by the Committee on Accounting and Auditing 
Research. While considerable progress has been made in the de- 
velopment and acceptance of effective financial reporting techniques, 
variances in practices disclosed in some of the tables indicate there 
is still a need for greater uniformity and understanding. In “Account- 
ing Terminology”, the committee defines 517 words and phrases which, 
through continued use, have become an accepted part of the language 
of accountancy. Successive committees had this project under con- 
sideration, but it fell to members of the 1957 committee to make the 
final revisions and to arrange for publication of the considerable 
volume of material which had to be accumulated for this 77-page 
book. 


Further examples of research undertakings during Mr. Macpher- 
son’s period as director of research are the publication of six research 
bulletins, a book on “Oil Accounting”, two research brochures on 
specialized industries, and the preparation of standard inventory and 
liability certificate forms. The work of the research staff and its 
director is, however, not restricted to research in its more precise 
sense and, as already referred to, has included the responsibility of 
editing the monthly department on Accounting Research in The 
Canadian Chartered Accountant. This work has not only brought the 
committee in closer touch with members of the profession but also 


provided the public with information on research subjects. 


This brief outline may serve to indicate the wide range of in- 
terests in research activities which, during the past four years, have 
been under the capable guidance of Professor Lawrence G. Mac- 
pherson. 



















FROM THEIR EARLIEST beginnings the 
chartered banks have had distinctive 
accounting and administrative prob- 
lems and, as in the case of most 
business concerns, these have become 
more complex with the passage of 
time. For banks there are two factors 
in particular that complicate their 
procedures: the extensive network of 
branches which they operate and the 
large amount of public supervision 
and regulation to which they are 
subjected. 

In the early days the banks had a 
comparatively small number of 
branches and dealt with a small sec- 
tion of the population. They were 
commercial banks in the real sense of 
the term, whereas today they not only 
carry on a commercial banking busi- 
ness but also are savings institutions 
competing in a mass market for a 
share of the dollars that are saved by 
average Canadians in all walks of 
life. 

A few statistics will illustrate the 
extent to which the chartered banks 
have expanded to meet the banking 
needs of all Canadians. At the end of 
1957 they had 4,700 branches, 4,550 
of them in Canada. In other words, 
there was a bank branch for every 
3,645 Canadians. They had 11 million 
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deposit accounts with balances total- 
ling $13.2 billion. Of this sum, $7.3 
billion was invested in loans to gov- 
ernments, business concerns and in- 
dividuals, and $4 billion was invested 
in securities. 

In the early days the banks op- 
erated with little or no public super- 
vision, but over the years govern- 
ment regulation of the banking sys- 
tem has increased steadily. Some of 
the measures of supervision arose out 
of a failure of banking institutions in 
earlier periods, but the most import- 
ant factor has been a growing recog- 
nition of the importance of money 
and credit in the economic life of the 
nation. Today, the federal Depart- 
ment of Finance, through the Inspect- 
or General of Banks, is responsible for 
inspection and audit in conjunction 
with the shareholders’ auditors. In 
addition, the Bank of Canada has con- 
siderable influence on banking opera- 
tions through its supervision of the 
supply of money and credit. 

Very early in their development the 
banks adopted the branch system and, 
as their resources permitted, met the 
expanding needs of the country by 
opening branches wherever there 
were prospects of profitable business. 
Under this system there is a separa- 
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tion of functions between head office 
and branches. Overall policy is de- 
cided by head office, but all banking 
transactions with the public are 
handled by a branch and, as far as 
possible, the branch manager is given 
freedom and encouragement to use 
his own initiative in developing and 
maintaining his banking business. A 
nice balance has to be kept between 
the desire for maximum branch 
autonomy and the need for making 
the best possible use of available re- 
sources, complying with government 
requirements and meeting the com- 
petition of other banks and financial 
institutions. The head office of the 
bank, either directly or through 
regional offices, supplies a number of 
centralized services and varying de- 
grees of supervision. 


Control over Loans 


The amount of money that a bank 
has available to lend varies from time 
to time and can sometimes change 
rapidly when the Bank of Canada 
considers that conditions warrant it. 
The mechanics of this will be dis- 
cussed later when dealing with the 
subject of cash reserves. At weekly 
and other intervals, the branches re- 
port the totals of their loans accord- 
ing to a number of classifications. 
These totals are consolidated at head 
office for the information of the bank’s 
own executive and of the Bank of 
Canada. The latter, in turn, consol- 
idates the totals received from the in- 
dividual banks and reports the con- 
solidated figures back to the banks for 
their information. By this means the 
general trend of loans according to 
major business and other classifica- 
tions can be followed and appropriate 
action taken where indicated. 


As for control over individual loans, 
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each manager has a discretionary 
limit up to which he can make a loan 
without prior reference to head office 
or his divisional office. Applications 
above this figure must first be referred 
for approval, and each bank has its 
own particular system for processing 
these applications through the super- 
visory channels. Although large num- 
bers of loans, particularly small per- 
sonal loans, are made to meet tem- 
porary needs, the bulk of the dollar 
total is covered by lines of credit. 
These are set up annually to meet the 
borrower’s anticipated requirements. 
Control over loans that fall within 
the manager’s discretionary limit is 
achieved by having him report at 
monthly or other intervals the details 
of all but the smaller loans. In other 
words, he has both a reporting limit 
and a discretionary limit. In addition, 
all loans are reviewed at annual or 
more frequent intervals by the inspec- 
tion department. 


Investments and Cash Reserves 


The primary purpose of a bank is 
to accept deposits and make loans. 
Since accepting deposits entails the 
expense of keeping customers’ re- 
cords, clearing cheques and, to a sub- 
stantial degree, paying interest on de- 
posits, the funds must be efficiently 
employed. As much as possible is 
channelled into commercial loans. Not 
only do these usually provide the best 
return coupled with a _ reasonably 
quick turnover of funds, but also they 
offer opportunities of developing ad- 
ditional deposit business for the bank 
as well as the sale of other banking 
services such as collections and 
foreign exchange. The ratio of loans 
to deposits has varied greatly over the 
years, influenced largely by general 
business conditions and government 
and Bank of Canada policy. There 
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is no legal maximum but a limit is set 
by the desirability of maintaining a 
reasonable level of securities against 
deposits. With loans should be 
grouped mortgages arranged under 
the National Housing Act and that 
part of the security portfolio invested 
in provincial, municipal and corporate 
securities. For the most part these 
represent simply a further diversifica- 
tion of a bank’s lending activities al- 
though the more readily marketable 
holdings can be considered part of the 
investment reserve against deposits. 


For practical purposes, all the de- 
posits of a Canadian bank must be 
considered demand liabilities. A 
bank’s first concern, therefore, is to 
keep itself in a position to meet with- 
drawals. This means endeavouring to 
anticipate withdrawals of funds by ar- 
ranging for advance notice of large 
amounts wherever possible, being 
familiar with the cash requirements of 
large customers and with the usual 
weekly and monthly cycle of trans- 
actions of the bank’s customers as a 
whole. It means providing cash at the 
right time and maintaining a reserve 
of securities that can be quickly turn- 
ed into cash with little loss of prin- 
cipal. 

The primary reserve, consisting of 
Bank of Canada notes and a deposit 
with the Bank of Canada, produces 
no revenue and is therefore kept at a 
level no higher than legal require- 
ments and banking prudence make 
necessary. Unlike loans and securi- 
ties there is a recognized minimum 
ratio. Since the middle of 1954 it 
has been a legal requirement that the 
cash reserve must average at least 8% 
of the average deposit liabilities for a 
specified period which is approx- 
imately that of the preceding month. 
Since the banks as a whole rarely 
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average over 8.3%, it is apparent that 
they consider this to be an adequate 
reserve. It is a true reserve in the 
sense that it is frequently allowed to 
drop below 8% during the month to 
meet temporary demands for funds. 


The secondary reserve can be turn- 
ed into cash on one or two day’s 
notice. It consists of day-to-day 
loans and treasury bills, the former 
being a comparatively recent innova- 
tion in Canada which has added con- 
siderably to the flexibility and depth 
of the short-term money market. By 
agreement with the Bank of Canada, 
the chartered banks keep at least 7% 
of their deposit liabilities in this form. 
This agreed reserve likewise is based 
on monthly averages and is thus avail- 
able to level out temporary fluctua- 
tions in deposits, loans and securities 
during the month. It was instituted 
as an anti-inflationery measure at the 
beginning of the credit squeeze in 
1956 and opinions differ on the ad- 
visability of retaining this restriction 
in its present form. 

Meeting these reserve requirements 
and keeping surplus funds fully em- 
ployed requires constant supervision 
of the flow of funds to and from the 
bank. The operation centres around 
forecasting what the balance at the 
Bank of Canada will amount to at 
the close of business each day. There 
are ten main clearing houses stretch- 
ing from Halifax to Vancouver 
through which are settled the ex- 
change of cheques and other items be- 
tween the different banks. The net 
amount in favour of or against each 
bank is wired to the Bank of Canada 
in Ottawa by these points each morn- 
ing by about ten o'clock. At the same 
time the clearing branch of each 
bank at these points notifies its head 
office of the amount involved. These 
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are recorded at head office and the 
bank’s account with the Bank of Can- 
ada adjusted accordingly. The situa- 
tion is complicated somewhat by the 
fact that these clearing houses occupy 
five different time zones. Fortunately 
the heaviest volume of transactions is 
centred in Ontario and Quebec where 
the two principal money markets are 
located. 

A further step in forecasting is to 
obtain information from branches on 
anticipated deposits or withdrawals 
which will substantially affect the 
Bank of Canada balance on the next 
or some succeeding day. If the net 
result of these transactions appears to 
indicate a coming deficit or surplus 
in the cash reserve appropriate steps 
are taken in the day-to-day loan or 
treasury bill market to either with- 
draw funds or invest the surplus. Less 
frequently, action might be taken in 
the Government of Canada bond mar- 
ket, the New York call loan market or 
by borrowing direct from the Bank 
of Canada. The choice of market is 
naturally influenced from day to day 
by the yields on the various types of 
securities, the Bank of Canada dis- 
count rate and whether a bank is able 
to meet its agreed secondary reserve 
ratio. 

In maintaining both the 8% cash 
reserve and the 7% secondary reserve, 
a good deal of leeway is available 
during the month since the required 
percentage applies only to the aver- 
age for the month, not to the daily 
figure. The accumulated average is 
worked out day by day and, certainly 
in the case of the cash reserve, will 
drop below the 8% sometime during 
the month, but the objective is to end 
the month with an average as little 
over the 8% as possible. The second- 
ary reserve for the month will also 
average at a point over 7% and has 
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averaged considerably above _ this 
figure when market or monetary con- 
ditions made it desirable to keep sur- 
plus funds employed in short-term 
investments. 

Government of Canada bonds form 
the greater part of the security hold- 
ings and serve two purposes. First, 
along with the cash and quick assets, 
they form the principal reserve be- 
hind the deposit liabilities. Having 
the widest market of any security, 
they are counted on to provide funds 
to replenish the primary and second- 
ary reserves if these have been de- 
pleted by a reduction in deposits that 
does not appear likely to correct its- 
self within a relatively short time. As 
with loans there is no legal minimum 
ratio of securities to deposits, the level 
at any time reflecting the supply of 
and demand for funds and, in times 
of tight money, the general opinion of 
bankers as to what constitutes a rea- 
sonable reserve under existing condi- 
tions. A second purpose is to intro- 
duce an elastic factor between de- 
posits, loans and reserves by providing 
employment for funds during periods 
when the demand for loans has fallen 
off. The extent to which such funds 
are placed in Government of Canada 
bonds depends on the rates obtain- 
able from treasury bills and in the 
New York money market. 


Clearings between Branches 
and Banks 


At ten points across the country 
there are clearing house arrangements 
which enable the cheques and other 
items exchanged at those points to be 
reflected in a telegraphic adjustment 
in the banks’ deposit accounts with 
the Bank of Canada in Ottawa. Being 
located in the larger centres, they ac- 
count for a substantial portion of the 
volume of items exchanged between 
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banks. At all other points where more 


than one bank has a branch there 


exists an informal clearing arrange- 
ment whereby one bank will give or 
receive from the others a settlement 
on the nearest Bank of Canada clear- 
ing point for the net amount of the 
day’s local clearings. There are ex- 
ceptions to this rule such as cheques 
drawn at par on a Bank of Canada 
point which are usually sent direct to 
save one or two day’s delay in getting 
settlement in Bank of Canada funds. 


Cheques and other items in transit 
between branches of the same bank 
may be sent direct to the branch 
drawn on or may be sent first to a 
central clearing branch and then re- 
directed. The latter procedure is fol- 
lowed particularly in the larger cen- 
tres such as Toronto and Montreal 
where it is more economical to have 
all local cheques and the smaller out- 
of-town cheques picked up by a bank 
delivery car, sorted overnight and 
placed in the mail for outside points 
or delivered to local branches next 
day. In towns where a bank has more 
than one branch one of them usually 
acts as a central distribution point for 
items in transit to and from other 
branches that do not warrant the ex- 
pense and special handling required 
to send them direct. 


For such items in transit between 
branches settlement is made through 
head office. The cheques or other in- 
struments themselves are forwarded 
to the branch on which they are 
drawn but the sending branch charges 
the total for the day to its account 
with head office. Similarly the re- 
ceiving branch credits the total of the 
list so received to its account with 
head office. Since these entries must 
offset exactly, it is unnecessary for 
head office to make any responding 


entries on its own books. What head 
office does is to supervise the match- 
ing of the entries made by the send- 
ing and receiving branches. At daily 
or other frequent intervals each 
branch sends to head office a branch 
clearings statement on which are list- 
ed the names of the branches to or 
from which it has sent or received 
items and giving the totals and dates. 
These are cross-checked by the head 
office staff and any outstanding items 
and errors are traced and corrected. 
Like other volume operations, this 
one has been mechanized in varying 
degrees by the different banks. 


A substantial portion of these clear- 
ing items are for Government of Can- 
ada account. Special procedures 
have been worked out to clear them 
through regional offices of the Bank 
of Canada. 


The net dollar amount in transit in 
the banking system on the month- 
ends during the year 1957 ranged 
from a low of $674,000,000 to $1,- 
162,000,000. This figure appears as an 
asset on the balance sheets of the 
banks. It is a large figure and repre- 
sents a non-earning asset. From the 
administrative point of view the prob- 
lem is how to convert this as quick- 
ly as possible into either an earning 
asset or a reduced deposit liability. 
As soon as a cheque is negotiated a 
bank has either lost that much cash 
or has assumed a deposit liability for 
the amount. Either way it is incurring 
an interest cost which cannot be re- 
couped until the cheque has been 
charged against the account of the 
drawer. Against this must be weighed 
the cost of speeding up the clearing 
of cheques. Beyond a certain point 
this can seriously disrupt branch 
routine and increase costs. 


With the continued growth of the 
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Canadian economy the volume of 
cheques in clearing is bound to in- 
crease substantially and the pro- 
cedures for handling them are under 
constant review. Twenty-four hour a 
day operations have been used for 
many years in large centres and are 
being extended. Faster equipment 
and better communications will speed 
service and the time is approaching 
when the account of the issuer will 
be charged on the same day as the 
cheque is negotiated by the recipient. 


Coordination with National Economic 
and Monetary Policy 

Being an integral part of the 
country’s financial system the char- 
tered banks must work in harmony 
with government fiscal and monetary 
policy and in close cooperation with 
the Bank of Canada. Many articles 
have been written to explain how the 
Bank of Canada influences the level 
of deposits. Although it is beyond 
the scope of this article to describe 
how the process works, the foregoing 
outline of the relationship between 
deposits, loans, securities and cash re- 
serve indicates how sensitive the 
banks can be to this form of control. 
In order to carry out its responsi- 
bilities with respect to monetary 
affairs the Bank of Canda is particu- 
larly concerned with obtaining up-to- 
date banking figures. Each week it 
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receives from the banks a statement of 
the major asset and liability items. 
By this means it can follow the trend 
of deposits, loans, securities and cash 
under a number of classifications. 
The consolidated figures are promptly 
relayed back to the individual banks 
to assist them in determining their 
own policies and later released to the 
public through the financial press and 
the Bank of Canada’s statistical ser- 
vice. Each month the Bank of Can- 
ada is supplied with the total of loans 
classified into industrial and other 
categories which similarly are com- 
bined and supplied to the banks and 
general public. Added to these are 
numerous reports supplied on request 
or required by statute to be filed 
monthly, quarterly or annually. 

There are other and less formal 
means of coordinating commercial 
banking operations with government 
and central bank policy. Periodically 
the general managers review condi- 
tions with the Governor of the Bank 
of Canada. In fact, the branch bank- 
ing system provides a compact group 
of executives that can bring together 
a wide knowledge of business affairs 
across the country, can quickly obtain 
information on a uniform basis, are 
readily available for consultation and 
can arrange for prompt action to be 
taken by some 4,550 branches 
throughout Canada. 
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THE SMALL STORE: 


Planning the Budget 


STEPHEN E. STANFORD 


ONE OF THE MOST important manage- 
ment tools in the hands of the small 
store proprietor is his forecasting plan 
or budget. By setting a definite goal 
in dollars and cents, a budget requires 
him to examine carefully the outlook 
for the year ahead, determine broad 
policies in advance, estimate his sales, 
and, with his profit needs in mind, 
plan the expenses necessary to handle 
the expected volume of business. It 
also stimulates him to make the most 
economical use of his investment, fa- 
cilities and labour, and aids him in 
obtaining bank loans. The budget 
can be a yardstick of the progress of 
his business, if each month he meas- 
ures his actual operating results 
against the estimated forecast. 

A budget is usually drawn up to 
cover a one-year period, although in 
some instances it may be more prac- 
tical to budget for a shorter length of 
time, say six months. The majority of 
small stores divide their budget year 
into calendar months, but a few pre- 
fer to break it into 18 financial periods 
of 4 weeks each, corresponding to the 
divisions in their bookkeeping periods. 
Four Divisions 

In a complete forecasting plan or 
budget, there are four interdependent 
divisions: 

1. The operating budget — a fore- 
cast of sales and expenses. 


2. The cash forecast — an estimate of 
cash receipts and disbursements. 

3. The balance sheet projection or 
working capital projection — a 
forecast of financial position. 

. The capital budget — a plan of 
capital expenditures for several 
years ahead. 

Most small retail stores will find the 
operating budget the most helpful 
and should concentrate on its prepara- 
tion and use first. The other forecasts 
may be developed later if they are 
going to be of value, but in some 
small businesses one or more of them 
may never be required. 


The Operating Budget 


Generally speaking, the plan of the 
operating budget should follow the 
pattern of the profit and loss state- 
ments and the accounts in the gen- 
eral ledger. All three should be de- 
signed together to permit ready com- 
parisons, and in this the small store 
proprietor will probably want the as- 
sistance of both his bookkeeper and 
his professional accountant. 

A multi-columnar sheet is used, and 
the sales, other income, costs and ex- 
penses are estimated and entered by 
months or 4-week periods. Alterna- 
tively, bi-monthly or quarterly esti- 
mates may be used but these will not 
provide the same degree of control. 
To the right of the monthly or peri- 
odic figures, or on a separate sheet, is 
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a column to show the summary of the 
periodic figures for the year. This 
summary indicates the final results ex- 
pected, or the objective set for attain- 
ment. 


Forecasting Sales 

The first step in the preparation of 
the operating budget is the forecast 
of sales for the coming year. These 
estimates should be made conserva- 
tively as many other parts of the bud- 
get depend on their accuracy. 

To make an intelligent sales fore- 
cast, the proprietor should study the 
records of actual sales, by months, for 
say the past five years. He must also 
be keenly aware of current business 
conditions and be able to anticipate 
style trends and changes in consum- 
ers demand. He should be on the 
alert especially for seasonal variations, 
caused by the early or late date of 
Easter or any other factor affecting 
his line of business. He should 
gauge the strength of his competition 
and, if available or feasible, obtain 
an analysis of his market. 

If there is an advantage to be de- 
rived, the proprietor should segre- 
gate his sales figures by items, groups 
of similar items or even departments, 
particularly where various margin per- 
centages apply. A fine breakdown will 
enable him to make a closer compari- 
son between the budgeted figures and 
the actual results and to provide 
tighter control. 


Forecasting Margin 

The gross margin in a business is 
the difference between the revenue 
from sales and the cost of goods sold. 
If a proprietor has been obliged to 
mark down the selling price of any 
merchandise, his percentage of mar- 
gin has been lowered and hence his 
anticipated profit drops proportion- 
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ately. Thus he is well advised to 
make every effort to reduce mark- 
downs to the minimum within the 
bounds of careful and scientific mer- 
chandising. 

Mark-downs are caused by: 

1. Over-buying and carrying over ex- 
cessive stock into the next season. 

2. Over-stocking of promotional pur- 
chasing. 

8. Setting the original mark-up too 
high. 

4. Changes in styles not anticipated 
correctly. 

5. Remainders of broken lines and 
incomplete assortments. 

A further loss in margin may be 
caused by inclement weather during 
the public’s buying season, necessitat- 
ing selling price reductions to liqui- 
date the seasonal goods in inventory. 

An adjustment to the margin should 
be made where necessary to allow for 
shrinkages resulting from such factors 
as damage, breakage or thefts. 

In estimating the margins to be 
used in his current budget, the pro- 
prietor should take all these matters 
into account comparatively with the 
margin experience of former years. 

Where budgeted sales are broken 
down into categories or departments, 
a separate margin should be estimat- 
ed for each. 


Forecasting Purchases 

If margin figures are used in the 
operating budget, it is not necessary 
to estimate purchases unless the op- 
erating budget is being supplemented 
by the cash forecast or the balance 
sheet forecast. 

Frequently, it is advantageous to 
estimate purchases on a_ seasonal, 
quarterly or 6-month basis. 

Purchases, margins and inventories 
may vary by seasons and advertised 
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OPERATING BUDGET SUMMARY OF A DRUGSTORE 
for the year ending December 31, 19— 
Budget Actual 
This Year This Year 


Sales: 
Drugs and general .................... $175,000 
Prescriptions 18,000 
Tobacco department 20,000 


Total sales ........... ....... $218,000 


Gross Margin: 
Drugs and general 
Prescriptions : 
Tobacco department . 


Total margin 


Fixed Expenses: 
Rent 
Insurance 
Municipal business tex 
Druggists’ salaries 
Sales clerks’ salaries ........ 
Proprietor’s salary 
Telephone 
Electricity and water creda detaes 
Sign rental ae 
Depreciation of equipment and fixtures . 


Variable Expenses: 
Part-time and delivery wages 
Staff bonuses 
Wrapping and packaging .... 
Cleaning and janitor service . . 
Repairs and maintenance . 
Dues and subscriptions 
Donations 
Advertising 
General store supplies 
Office expenses 
Miscellaneous expenses 
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sell-off sales may be important con- 
siderations. Pre-season buying usual- 
ly reduces the bank balance and thus 
affects the amount of other expendi- 
tures that may be made readily at 
that time of year. This situation 


would be reflected in the cash fore- 
cast or projection of financial position. 


Forecasting Expenses 

To budget estimated expenses, the 
data relative to expenses in past 
years must be available. Expenses 
are divided between “fixed”, i.e. those 
which will be incurred even if no 
sales are made, and “variable”, i.e. 
those which will fluctuate with the 
volume of business transacted. Fixed 
expenses consist of rent, insurance, 
property taxes, salaries, telephone, 
electricity and water. Variable ex- 
penses include charges for repairs and 
maintenance, advertising supplies, etc. 
Some businesses use a third classifica- 
tion called “semi-fixed” for items 
which are affected only moderately 
by the scale of operations. The head- 
ings used to describe any expenses 
should correspond with those appear- 
ing in the store's statement of profit 
and loss. 

A problem arises in the case of ex- 
penses which are paid irregularly, for 
example, insurance premiums all fall- 
ing due in two months of the year. 
These items should be handled in the 
budget in the same way as they are 
treated in the monthly profit and loss 
statements. This may be to include 
them only in the months when they 
are set up or paid, or to spread the 
total cost evenly over all months. 
Some budgets contain a special item 
“allowance for contingencies” to meet 
expenses not envisaged at the outset. 

A study of his expenses will en- 
able the proprietor to decide which, 
if any, could be decreased and which 
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might increase as a probable effect 
of the sales forecast. 


For example, on page 419 is a very 
simple operating budget summary of 
a drugstore for a year. It is made up 
from a month by month estimate of the 
various components which have been 
set down in detail on a separate sheet 
or in preceding columns. The drug- 
store anticipates a drop in sales be- 
cause of competition from a new 
store nearby. 


A budget for this proprietor is par- 
ticularly desirable as he must recast 
his policies to meet the competition. 
The indicated plan is a more vigorous 
sales effort at reduced prices, support- 
ed by increased advertising, an eco- 
nomical rearrangement of staff, and 
the pruning of repairs and other vari- 
able expenses. If he meets his objec- 
tive, a profit, although reduced in 
amount, is nevertheless assured. 


Although a budget program may be 
carried out merely to the extent of 
forecasting future operations, _ it 
should be followed through monthly 
to make a comparison of forecasts 
with actual performance, The causes 
of all variances should be ascertained 
and appropriate measures taken to 
enforce the restrictions in the budget, 
or, if experience indicates, to revise 
certain of the estimates. 

To keep the budget vital, the pro- 
prietor or his bookkeeper, assisted by 
the professional accountant, if neces- 
sary, should prepare a comparative 
profit and loss statement in the usual 
financial statement form, setting the 
estimates against the actual figures 
for the period. He should then study 
and analyze the variations. 

A simple profit and loss statement 


with budget comparison and an expla- 
nation of variances, is set out below: 
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PROFIT AND LOSS STATEMENT OF A HARDWARE STORE 
With Budget Comparison 
for the ten months ended October 31, 19— 
Actual Budget Difference 
+ or — 
Sales: 

Hardware and paint — $5,000 
Home utensils ares ‘ + 3,500 
Fishing tackle . + 1,000 
$127,500 —$ 500 


Margin: 
Hardware and paint .... $ 19,000 
Home utensils 6,600 
Fishing tackle 1,800 


Margin Percentage: 
Hardware and paint ... 
Home utensils 


Fixed Expenses: 


Municipal business tax 
Sales clerks’ salaries 
Proprietor’s salary 
Telephone 

Electricity and water 
Interest on loan 
Depreciation of fixtures 


Variable Expenses: 
Part-time wages 
Repairs and maintenance 
General store expenses 
Advertising 
Accounting service 
Office expenses 
Miscellaneous expenses 


Total Expenses 





Net Profit for the Period 
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Explanation of Variances 


Hardware and paint sales were lower due to the rainy spring and summer. 
reduction may be made up by featuring more gift merchandise at Christmas. 


The 
Home 


utensil sales and fishing tackle sales expanded principally because of better display. Mar- 
gins attained were much as expected, except that further mark-downs were necessary 
beyond early estimates to reduce the fishing tackle inventory in August. 

Sales clerks’ salaries have risen, mainly because a higher salary is being paid to a 
better type of clerk hired to replace one who was discharged. Variable expenses have 
slipped upwards in several categories as the expenditures were not watched closely 
enough and were not restricted to the budget estimates. 


Most stores will find it advantag- 
eous to divide the expenses into more 
items than are shown in the example, 
as closer control may then be exer- 


cised. 


Revising the Budget 

The budget will likely need altera- 
tion as time goes by and hence must 
be flexible enough to take account of 
new factors. If sales decline because 
of uncontrollable circumstances, the 
purchasing and expense estimates 
should be revised. Other revisions 
may be necessary to meet emergen- 
cies. However, the figures should not 
be changed unless performance is 
definitely unattainable and the esti- 
mates no longer form a proper basis 
of comparison with actual results. 

The revisions may take the simple 
form of crossing out the old figures 
and inserting new ones in a coloured 
pencil to show what the differences 
amount to. Different colours may be 
used to indicate changes made at dif- 
ferent times during the year. If the 
variations are examined monthly, the 
proprietor will be in a position to 
take remedial action at an early stage. 


Reference to Past Budgets 

The first year of budget operations, 
being naturally the most difficult, de- 
mands constant attention and numer- 
ous revisions. In subsequent years, 
the estimates become more accur- 


ate and the variations fewer in num- 
ber. In addition, the proprietor com- 
prehends the budget summary more 
fully and is able to analyze and esti- 
mate the significant trends more close- 
ly. He now sees the budget for the 
current period as part of the con- 
tinuing cycle of budgeting; it reflects 
the previous financial results of his 
business and at the same time affects 
future budgets in the making. 


Cash Forecast 

A forecast of the movement in the 
bank balance month by month (some- 
times week by week in critical peri- 
ods) is very necessary in the case of 
businesses which tend to run low in 
cash or high in bank loans at certain 
times of the year. When the low 
points are seen steps can be taken to 
minimize the shortage of funds at 
those times, such as by altering buy- 
ing dates or making advance arrange- 
ments for the necessary bank loan. 


Projected Financial Position 

The trend of the cash balance alone 
does not always indicate the liquidity 
of the business. The statement which 
measures the overall ability of an en- 
terprise to meet its quick liabilities 
is the working capital statement, the 
figures for which may be prepared 
separately or extracted from the bal- 
ance sheet. The working capital 
statement includes all current assets 
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such as cash, accounts receivable and 
merchandise inventory and all current 
liabilities such as accounts payable, 
bank loans and debts due at an early 
date. All these items tend to fluctu- 
ate from day to day. This broader 
statement is of more interest to a 
lender than the cash forecast, and 
should also be of interest to the own- 
ers of a business. It may be prepared 
also as a projection into the future 
and may be used where the prepara- 
tion of a balance sheet forecast re- 
quires quite a bit of additional work 
for little extra advantage. 

The preparation of a projected bal- 
ance sheet at a future date of course 
includes a statement of working capi- 
tal and is the usual practice. It has 


the advantage of revealing changes in 
fixed assets, deferred liabilities and 
capital which also have an important 
bearing on forward planning. The 


annual operating budget, together 
with the monthly financial statements 
and the capital budget would provide 
most of the figures for the protection 
of working capital, or the projected 
balance sheet, whichever is used. 


Capital Budget 

The capital budget is a long-range 
forecast of future capital expendi- 
tures. It lists the cost of each of the 
capital outlays anticipated during the 
next four or five years in order of 
priority and may explain the reasons 
for every expenditure. Also included 
may be an estimate of the increase in 
revenue, if any, which can be ex- 
pected as a result of the outlay. 


Benefit to Proprietor 

Budgeting takes much of the unco- 
ordinated guesswork out of the small 
retailer's life, and replaces it with 
scientific estimates. With a_ well- 
drawn budget before him, he has all 
the figures showing the sales he must 
achieve and the costs he must not 
exceed in order to end his fiscal 
period with a satisfactory profit. His 
mind is then left free to develop his 
genius for merchandising and his per- 
sonal knack of pleasing the customer, 
which are the qualities that made him 
choose retailing, rather than some 
other calling, as his means of liveli- 


hood. 


Pressure of Technical Change 


The fact that European countries and the U.S.A. spend yearly between 
14% and 22% of their gross national product on investment in new capital 
means that there is continuous pressure to bring about technical change . . . . 

In the U.K. we have increased the output of our manufacturing industry 
since 1907, when the first industrial census was taken, by about 24% a year 
compound interest, and since 1948 this rate of increase has risen to almost 
5% a year. These figures are quantitative evidence that in this country we 
have a real pressure of change; and, of course, it must continue if we are 
to raise our standard of living. If we can maintain the present increase of 
production, the goal of a doubled standard of living in 25 years is capable of 


attainment. 
— Sir Alexander Fleck, K.B.E., F.R.S. in “Vitality in Administration”. 





Canadian Accounting and the 


A srupy by the Royal Commission on 
Canada’s Economic Prospects pub- 
lished in July 1957 indicates the 
parallel development of the econ- 
omies of Canada and the United 
States. The report says that within 
the framework of Canada’s extensive 
economic relationships with the out- 
side world, the United States has 
traditionally occupied a position of 
great importance and more recently 
has emerged as the preponderant ex- 
ternal influence shaping the course of 
Canadian economic affairs’. By 1952, 
the United States bought some 54% of 
Canada’s merchandise exports, sup- 
plied 74% of its imports, held 78% of 
all non-resident capital invested in 
Canada, and accounted for 92% of 
Canada’s inflow of direct investment 
in foreign-controlled enterprises.” 
The report goes on to cover many 
of the dangers and adverse features of 
the closeness of our economic rela- 
tionships, but those are beyond our 
present consideration. It is the 78% 
of all non-resident capital invested in 
Canada by citizens of the U.S. and 





the prospect of further investments 
which bring the Securities and Ex- 
change Commission close to the Can- 
adian accounting profession. The 
actual contact of the Canadian ac- 
counting profession with the SEC, of 
course, comes from certifying finan- 
cial statements included in registra- 
tion statements and annual and other 
reports filed with the SEC. 


Pertinent Acts 

The Acts administered by the Com- 
mission with which accountants are 
most concerned are the Securities Act 
of 1933, the Securities Exchange Act 
of 1934 and the Investment Company 
Act of 1940. 

The Securities Act of 1933 requires 
certified financial statements of com- 
panies registering securities for pub- 
lic sale. The other Acts permit the 
Commission to require certification, 
and with minor exceptions our rules 
do contain the requirement. This re- 
cognition by the Congress of the 
value of the review by an independ- 
ent accountant is a great expression of 


* The Securities and Exchange Commission, as a matter of policy, disclaims responsibility 


for any private publication by any of its employees. 


The views expressed herein are 


those of the author and do not necessarily reflect the views of the Commission or of 


the author’s colleagues on the staff of the Commission. 


This paper was presented to 


the C.I.C.A. annual conference, Sept. 15, 1958 in Montreal. 
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confidence in the profession. As 
stated in the editorial “Growing Up 
— Not Growing Old” (CCA, June 
1958), “Nothing can possibly be of 
more importance to a_ profession, 
therefore, than the standards of com- 
petence and integrity of individuals of 
which it is composed.” The editorial 
points to the progress made in estab- 
lishing standards of competence and 
to the increase in the number of prac- 
titioners. It ends with a plea for care- 
ful nursing of the quality of the pro- 
fessional practice in view of such 
rapid increase in quantity. 


The “Independence” Problem 


The independent status of the 
certifying accountant is perhaps the 
most important accounting matter in 
any filing with the Commission. Ex- 
perienced practitioners are well aware 
of this. It should have first attention 
ly the sponsors of a new registrant 
with the Commission, particularly if 
the parties involved are unfamiliar 
with our rules. Discovery after a fil- 
ing has been made that the certifying 


1 Irving Brecher and S. S. Reisman, “Can- 
ada - United States Economic Relations” 
(1957), p. 1 of preface. 

2 Ibid, pp. 48-50. 

3 Hearings before the Committee on Bank- 
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accountant is not independent under 
our rules can result in a substantial 
delay and interference with well-laid 
plans, as an audit by new account- 
ants will be necessary. Determination 
of the accountant’s status before un- 
dertaking the engagement may avoid 
embarrassment and expense. 

The term “independent accountant” 
appears in the Securities Act as a re- 
sult of testimony by a prominent cer- 
tified public accountant before the 
Committee on Banking and Curren- 
cy of the United States Senate.’ The 
concept of independence was not a 
new idea, but this may be the first 
use of the term in such legislation. 
The term “independent” in the Act 
led inevitably to interpretations of it 
in Commission decisions and to its 
definition in the rules. 


The Commission’s experience in this 
area is reported in a number of Ac- 
counting Series releases,* and we are 
now working on another to bring the 
public record of administrative rul- 
ings up to date. An early case’ cited 
in release 22 held that the certification 


ing and Currency, United States Senate, 
73rd Congress, Ist Sess., on s. 875, p. 55. 
* See Releases 22, 37, and 47. 
5 Cornucopia Gold Mines, 1 SEC 364 
(1986). 
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of a balance sheet prepared by an em- 
ployee of the certifying accountants, 
who was also serving as the un- 
salaried but principal financial and ac- 
counting officer of the registrant, and 
who was a shareholder of the regis- 
trant, was not a certification by an in- 
dependent accountant. Here is the 
officer situation as well as financial in- 
terest. 


In release 37, in the development 
of the present rule, the Commission 
said: “Perhaps the most critical test 
of the actuality of an accountant’s 
independence is the strength of his 
insistence upon full disclosure of 
transactions between the company 
and members of its management as 
individuals; accession to the wishes 
of the management in such cases must 
inevitably raise a serious question as 
to whether the accountant is in fact 
independent.” This is the accountants’ 
conscience test which our rules and 
the Canadian Companies Acts sup- 
plement with more tangible tests. Mr. 


6 The Canadian Chartered Accountant, 
June 1956, pp. 483-488. See also J. E. 
Smyth, “Notes on the Development of 
the Accountancy Profession,” The Can- 
adian Chartered Accountant, November 
1953, p. 208: “In a period in which 
practice precedes theory the public ac- 
countant’s major contribution must be 
in the integrity and independence which 
he brings to his work.” Cf. the last 
paragraph of “Independence of the Cer- 
tified Public Accountant,” A Statement 
by the Executive Committee of the Am- 
erican Institute of Accountants, The 
Journal of Accountancy, July 1947, p. 
51, and reprinted in John L. Carey, 
“Professional Ethics of Certified Public 
Accountants” (American Institute of 
Certified Public Accountants, 1956), p. 
31: “Rules of conduct can only deal 

with objective standards and cannot as- 

sure independence. Independence is an 
attitude of mind, much deeper than the 
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Denis Goodale summed up, in part, 
the discussion of “Professional Ethics” 
in two pertinent sentences: “Inde- 
pendence or objectivity is an attitude 
of mind and its application to audit- 
ing is perhaps best expressed by the 
statement in the preface of Mont- 
gomery’s Auditing (7th ed.). The 
primary purpose of auditing, accord- 
ing to that standard text, is ‘the dis- 
covery and disclosure of truth.’”® 


For convenient reference the Com- 
mission’s rule on independence is re- 
produced below.’ The present re- 
vision was made effective April 8, 
1958. In it we recognize the impact 
on accounting practice of mergers and 
the growth of corporations through 
widespread affiliations. The emphasis 
in the rule has been changed to make 
it clear that where the relationships de- 
scribed in the rule exist, the Commis- 
sion finds that an accountant is in fact 
not independent with respect to the 
company involved but does not find 
that he is in fact independent in in- 


surface display of visible standards. 
These standards may change or become 
more exacting but the quality itself re- 
mains unchanged. Independence, both 
historically and philosophically, is the 
foundation of the public accounting pro- 
fession and upon its maintenance de- 
pends the profession’s strength and its 
stature.” 

7 Regulation S-X: Rule 2-01. 
tions of Accountants. 
(a) The Commission will not recog- 
nize any person as a certified public ac- 
countant who is not duly registered and 
in good standing as such under the 
laws of the place of his residence or 
principal office. The Commission will 
not recognize any person as a public 
accountant who is not in good standing 
and entitled to practise as such under 
the laws of the place of his residence or 
principal office. 
(b) The Commission will not recognize 


Qualifica- 
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stances where it fails to find that one 
of these relationships exists.* 


Adequacy of Audit 

Assuming that there is no independ- 
ence problem, another frequent cause 
for delay in meeting the Commission’s 
requirements as to financial state- 
ments is an inadequate audit. The 
problem arises in connection with 
registration statements for the sale of 
securities, applications for registra- 
tion on a securities exchange, and 
periodic reports on Form 8-K report- 
ing the acquisition of a business. This 
is a problem for American as well as 
Canadian registrants. In many initial 
filings, the registrant has been a close- 
ly held company and is coming to 
public attention for the first time. In 
these circumstances, we often find 
that the scope of the independent ac- 
countant’s audit has been limited in 
the past, and either no certificate or a 
qualified one has been furnished. All 
initial filings, except for regulation A 
offering circulars, must be accom- 
panied by income and surplus state- 
ments and certain supporting sched- 
ules, all certified for three years or 
for the life of the company and pre- 
decessors if less. 

The alert accountant should an- 
ticipate, if possible, the needs of his 
client for three to five years ahead 


any certified public accountant or pub- 
lic accountant as independent who is not 
in fact independent. For example, an 
accountant will be considered not in- 
dependent with respect to any person 
or any of its parents or subsidiaries in 
whom he has, or had during the period 
of report, any direct financial interest or 
any material indirect financial interest; 
or with whom he is, or was during such 
period, connected as a promoter, under- 
writer, voting trustee, director, officer, or 
employee. 
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and urge that audits of a proper 
character be authorized. If an emerg- 
ency does arise, the timing of the fil- 
ing should be adjusted to permit all 
normal audit procedures to be ap- 
plied for the final period and alterna- 
tive procedures to be applied to prior 
years. The principal problems usually 
arise in the observation of inventory 
taking and confirmation of receiv- 
ables. 


With the adoption in April of this 
year of C.I.C.A. Research Bulletin 
No. 15 on confirmation of receivables 
and the application of the instruction 
in C.I.C.A. Bulletin No. 7 as to ob- 
servation of inventory-taking with 
respect to companies filing with the 
SEC, these procedures now should 
be standard practice and hence no 
longer a cause for concern. 


These procedures were adopted in 
the United States as a result of the 


(c) In determining whether an account- 
ant may in fact be not independent with 
respect to a particular person, the Com- 
mission will give appropriate considera- 
tion to all relevant circumstances, in- 
cluding evidence bearing on all relation- 
ships between the accountant and that 
person or any affiliate thereof, and will 
not confine itself to the relationships 
existing in connection with the filing of 
reports with the Commission. 


8 Accounting Series Release No. 79. 
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McKesson & Robbins affair in which 
a part of the fictitious operation was 
represented as being carried on 
through companies in Canada. An- 
other conclusion drawn from the Mc- 
Kesson & Robbins case which seems 
to be fading from the memory of 
some accountants was that the review 
of the system of internal check and 
control at the principal offices of Mc- 
Kesson & Robbins was carried out in 
an unsatisfactory manner. As to this 
the Commission said that an examina- 
tion should not exclude the highest 
officers of the corporation from its ap- 
praisal of the manner in which the 
business under review is conducted.° 
Some accountants recently have ad- 
vocated a more restricted review. 


Forms Required by SEC 

Accountants and registrants who 
are embarking on a first experience 
with the Commission should acquaint 
themselves with pertinent sections of 
the law, general rules and regulations, 
the form on which the filing is to be 
made, and regulation S-X, which 
prescribes the form and content of all 
required financial statements except 
the reports required of brokers and 
dealers in securities. A letter to the 
Commission saying that a filing is con- 
templated and explaining the nature 
of it will produce the needed forms 
and regulations. The forms, in- 
cidentally, are instructive and not 
blanks to be filled in for filing. 

It should be noted that the forms 
describe the information required, in- 
cluding the prescribed financial state- 
ments under a variety of conditions. 


® In the Matter of McKesson & Robbins, 
Inc. — Summary of findings and con- 
clusions. Accounting Series Release No. 
19, at page 35 in March 10, 1956, com- 
pilation of releases. 
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If none of these conditions seems to fit 
the case, there is a provision under 
which we can work out an appropri- 
ate solution. Regulation S-X does not 
purport to define accounting prin- 
ciples. It describes the extent of the 
detailed information required in con- 
ventional terminology consistent with 
present accounting practice. It was 
worked out with the advice and co- 
operation of the accounting profession 
and is under constant revision in the 
same spirit of cooperation. 


A sure way to create unnecessary 
delay in a filing is to ignore the re- 
quirements of the form and to send in 
a collection of audit reports which are 
found to be in the files. This happens 
now and then, we suspect, without 
the accountant’s knowledge. Such re- 
ports are often of the long form de- 
signed for management and bank 
credit purposes and the financial 
statements usually are in greater de- 
tail than is required or desirable for 
public reporting purposes. About all 
we can do in this situation is to ad- 
vise the registrant to prepare an 
amendment in proper form. 


Staff consideration of financial state- 
ments required to be filed with the 
Commission may be obtained at vari- 
ous stages in the preparation of the 
filing. Questions may be answered by 
telephone or letter or in conference 
prior to the filing of material. In 
complicated cases, such as a merger 
of several companies with different 
fiscal years, a prefiling conference 
may result in a solution which will 
save valuable space in the prospectus 
or other document. Experienced 
practitioners usually know when they 
have a controversial matter of ac- 
counting principle, and a discussion 
before filing may avoid later delaying 
correspondence or conferences when 
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time is vital to the success of an 
offering. 


Letters of Comment 


After the filing of the registration 
statement, application, proxy state- 
ment or report, the staff examines the 
material and issues a letter of com- 
ment which contains, when necessary, 
suggestions for changes in the finan- 
cial statements included in the filing, 
and may request additional informa- 
tion in support of the accounting re- 
flected in the statements. In the case 
of annual and other periodic reports 
we may suggest that changes in 
presentation or more precise com- 
pliance with our regulations be fol- 
lowed in future filings. This latter 
course is taken when the form of the 
financial statements could be im- 
proved or the failures to comply com- 
pletely with the instructions are of 
relatively minor significance and do 
not result in a misleading report of 
income or loss or misleading classi- 
fication of accounts in the balance 
sheets and income statements. 


Following receipt of the letter of 
comments, the registrant may feel 
that the questions raised warrant re- 
consideration either in light of addi- 
tional information which may be fur- 
nished or because of the controversial 
or unique nature of the problem. 
Such reconsideration may be by tele- 
phone, study of material furnished by 
letter, or in conference. Conferences, 
whether before or after a filing, may 
include representatives of the regis- 
trant, underwriters, counsel for both 
of these, and representatives of the 
acqountants who are to certify the 
financial statements. On strictly ac- 
counting matters it is essential that 
a complete understanding be reached 
with representatives of the registrant 


who are responsible for the financial 
statements and with the accountants 
who are to express their independent 
opinions with respect to them. 


Auditors’ Opinions 

The accountants’ certificate is a sub- 
ject for comment perhaps more fre- 
quently than it should be. The stand- 
ard short form of certificates meets the 
requirements of rule 2-02 of regula- 
tion S-X in most cases. When more 
than one accountant is relied upon, it 
is sometimes necessary to issue a re- 
minder that certificates and consents 
of all the accountants are required. 
If the principal accountant assumes 
full responsibility for the work done 
by other accountants on divisions or 
subsidiaries of the registrant, his cer- 
tificate should be clear on the matter 
as required by rule 2-05. Whether 
or not the principal accountant as- 
sumes the responsibility for the work 
of the other accountant, he does as- 
sume responsibility as a part of his 
audit of the parent company for the 
property and consistency of the ac- 
counting principles and practices fol- 
lowed by the subsidiary and for the 
adequacy of the audit program and 
standing of the other accountants. 
Certification by accountants of re- 
cognized standing known to the prin- 
cipal accountant presumably would 
require minimum or no _ inquiries; 
however, upon first contact with un- 
known accountants appropriate in- 
quiries must be made. 

Ambiguous opinions have caused 
some trouble over the years. The 
phrase “subject to” is mentioned in 
our Accounting Series Release 7 
which lists frequently cited deficien- 
cies. These words are rarely ac- 
ceptable. If an exception is intended, 
it should be clearly stated. If an ex- 
planation is being highlighted, the 
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wording should be clear that no ex- 
ception is being taken. “Subject to” 
may be used with reference to some 
problem which cannot be resolved, 
such as the effect of pending court or 
regulatory agency proceedings fully 
explained in the certificate or in a 
note to the financial statements to 
which reference is made.’° Before 
leaving the certificate it may be well 
to emphasize that anything the ac- 
countant wants to say about the finan- 
cial statements or his audit should be 
said in the certificates. The finan- 
cial statements, including the notes, 
are considered to be those of the man- 
agement; hence the notes should not 
contain language written from the 
point of view of the auditor, such as 
references by him to management or 
explanations of auditing procedures 
employed. 


Deficiencies in Filings 

Many of the points raised in our 
letters of comment result from failure 
to conform with our rules and regu- 
lations because of unfamiliarity with 
them. In many instances the com- 
ments pertain to procedural matters 
rather than questions of accounting 
principle. 

A common deficiency found in 
many filings is the failure of the ac- 
countants to identify the statements 
covered and to date and sign manual- 
ly their certificates and consents. 
There have been instances, also, in 
which the certificate did not cover all 
the financial statements and the sum- 
mary of earnings, although it was ap- 


10 For a discussion of some of the problems 
connected with the accountant’s cer- 
tificate in Canada, see Gertrude Mul- 
cahy, “Accounting Research,” The Can- 
adian Chartered Accountant, 
1958, pp. 255-260. 
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parent that all were intended to be 
included in the certification. 


In some cases, deficiencies have 
been cited because of the failure to 
include required exhibits and sched- 
ules, such as statements of surplus or 
schedules of fixed assets and related 
reserves for depreciation. There have 
been instances in which the signif- 
icance of an item on the financial 
statements was such as to require an 
explanatory footnote. For example, 
a large accounts receivable balance 
might appear in the statements of an 
oil company which was not yet in the 
producing stage. Conversely, the ab- 
sence of an inventory when one 
would normally be expected has led 
to a request for additional informa- 
tion. 

A Canadian company being organ- 
ized to engage in uranium mining 
stated in a footnote to its financial 
statements that it had contracted for 
the sale of a large amount of uranium- 
bearing concentrates over a five-year 
period. After review and comment by 
us, the statement was qualified to in- 
dicate that there was no certainty that 
the quantity and quality of the ore 
to be produced would meet the con- 
tract terms. This follows our general 
policy of rejecting projections of in- 
come and other statements relating to 
future revenues. 


Differences in Canadian and U.S. 
Reporting 

The foregoing are examples of de- 
ficiencies which in the past have re- 
sulted in delaying the processing of 
registration statements. We have had 
more difficulty in cases in which ac- 
counting principles or the degree of 
disclosure were at issue partly be- 
cause of difference between practice 
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in the United States and Canada. For 
example, it seems to be Canadian 
practice to enter non-recurring gains 
or losses directly in earned surplus, or 
even in some cases to capital surplus, 
while we require that such amounts 
be reported through the income state- 
ment. 

An important difference in report- 
ing practice is our requirement for the 
inclusion of sales and cost of sales in 
earnings statements. Such disclosure 
is generally accepted practice in the 
United States today, but this was not 
always the case and still is not fol- 
lowed by some unlisted companies 
not subject to our jurisdiction. The 
need for these figures by financial 
analysts was tested in the courts on 
appeal from a decision by the Com- 
mission denying confidential treat- 
ment.’! All registrants today furnish 
this information. 

In a recent filing fixed assets ac- 
quired from a director and a control- 
ling stockholder in exchange for cap- 
ital stock were booked at values de- 
termined by the Board of Directors 
although such values were in excess 
of the cost of the property to the 
transferors. We requested here that 
the assets be reported at the cost to 
the transferors and that the value as- 
signed to the shares of capital stock so 
issued be reduced accordingly. In 
such cases if the books are not adjust- 
ed to conform to the financial state- 
ments the accountant’s certificate 
should comment on this fact. Such a 
comment would appear to be consist- 
ent with Canadian practice as well as 
our regulation S-X, rule 2-02(c) (iii). 

The problem of accounting for as- 
sets received in exchange for stock in 
promotional companies occurred fre- 





11 American Sumatra Tobacco Corp. v. 
SEC, 110 F. 2d 117. 
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quently in the early years of the Com- 
mission and led to the adoption of a 
form of reporting in which no values 
are extended for assets so acquired 
(regulation S-X, article 5A). The 
problem of the donation back of 
shares issued in these circumstances 
was considered in an early decision’ 
in which the Commission discussed 
statutory law and court decisions and 
then said: “With the question of 
whether or not stock re-acquired under 
these circumstances is true treasury 
stock and hence is to be regarded as 
fully paid and nonassessable, this 
Commission in this case has no con- 
cern; but, under the standards of 
truthfulness demanded by the Secur- 
ities Act, such an entry cannot be re- 
garded as otherwise than untrue and 
misleading.” 

In another early case, the Com- 
mission questioned the value of ser- 
vices rendered in exchange for stock 
and said: “Statutory provisions in the 
state of incorporation making values 
fixed by directors conclusive for cer- 
tain purposes in the absence of fraud 
cannot foreclose this Commission’s in- 
quiry as to the truthfulness of a 
statement that a corporation has re- 
ceived services of a certain value, rea- 
sonably determined, nor prevent such 
a statement from being tested for 
truth under the standards set by the 
Securities Act.'* 

Authority in some of the Canadian 
Companies Acts for the issuance of 
par value common shares at substan- 
tial discounts and not subject to call 
makes it possible to avoid in large 
part the problems presented in these 
early cases under our state laws. 


12 In the Matter of Unity Gold Corporation, 


1 SEC 25 (1934). 
18 In the Matter of Brandy-Wine Brewing 
Company, 1 SEC 123 (1985) 
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When, in these circumstances, assets 
are reported in a balance sheet as “at 
cost”, disclosure should be made that 
this is in stock, for otherwise “cost” 
may be interpreted as being measured 
by a cash payment or an obligation to 
pay cash. 


Development Expenses 


Perhaps the greatest difficulty we 
have is with depletion and amortiza- 
tion of development expenses. We 
prefer that such charges be included 
among operating expenses rather than 
shown separately at the foot of the 
income statement. The rate at which 
such expenditures are written off is 
frequently subject to question. In 
one recent case, the depletion rate 
had been adjusted retroactively for 
five years based on new oil dis- 
coveries in the year of report. A sub- 
stantial credit was made to income in 
the most recent year reported reflect- 
ing the excess of the reductions of the 
provisions for depletion accumulated 
in prior years over the current year’s 
provision at the new rate. At our re- 
quest the retroactive adjustment was 
not made and the new oil discoveries 
were used only as the basis for cur- 
rent and future write-offs. 

In another case development ex- 
penditures were being written off at 
the rate of $1.00 per ton milled and 
a footnote to the financial statements 
stated that the rate would be re- 
viewed after determination of the ore 
reserves. After review the amortiza- 
tion rate was increased to $4.00 per 
ton and the explanatory footnote was 
expanded to indicate that the ade- 
quacy of the per ton rate depended 
on discovery of a substantial addition 
to the ore reserves, as to which there 
was no assurance. 

We have noted in the last few years 
a recurrence of the type of filing ex- 
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perienced in the early days of the 
Commission. Today’s accountants 
should be on the alert for the situa- 
tion described in 1935 in the Com- 
mission’s conclusion in a stop order 
opinion relating to a registration state- 
ment filed by Plymouth Consolidated 
Gold Mines, Ltd. (1 SEC 139 
(1935) ): “It is obvious that the en- 
terprise projected by this registration 
statement is primarily to extract gold 
and silver from investors in this coun- 
try for the benefit of the promoters 
and only incidentally to extract gold 
and silver from mines in distant 
Mexico. The entire corporate struc- 
ture of this registrant demonstrates 
that even though the mines should 
prove in some degree to realize the 
predictions of their romantic engi- 
neers, the return to the investors 
would still be negligible. So much is 
siphoned away by the promoters from 
the money contributed by investors, 
that an almost negligible equity is the 
return for the cash contributed by the 
public. When that situation occurs 
and is concealed by the way in which 
promoters, selling property to them- 
selves through the fiction of a cor- 
poration, acquire huge blocks of sale- 
able stock for property for which they 
paid little or nothing, the type of full 
disclosure demanded by the Securities 
Act calls for an adequate and succinct 
disclosure of the effects of these 
strange and curious proceedings to 
the investor. To insist upon less than 
this would be to fail to fulfil the 
mandate of that Act and to allow it to 
be perverted to the uses of fraud 
rather than to its prevention.” 


Broker-Dealer Reports 


A discussion of the SEC's ac- 
counting requirements would not be 
adequate without some reference to 
brokers and dealers in securities. At 
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June 30, 1958, there were 4752 ef- 
fective registrations with the Com- 
mission of brokers and dealers in 
securities, of which 37 were in Can- 
ada. Every registered broker-dealer is 
required to file with the Commission 
a report of financial condition as of a 
date within each calendar year except 
under certain conditions specified in 
Rule 17a-5(a). All but a limited num- 
ber ef these reports must be certified 
by independent accountants. The 
tests of independence here are the 
same as under other provisions of the 
Securities Acts. 


The style for these reports is a 
financial questionnaire and supple- 
mentary information prescribed in 
form X-17A-5. The form differs in 
some respects from that of the 
Broker-Dealers Association of Ontario. 
The form specifies certain minimum 
audit requirements which should not 
be interpreted as a complete audit 
program. Rule 17a-5 (f) and (g) de- 
scribe, respectively, the qualifications 
of accountants and the accountant’s 
certificate. The latter is the usual 
short form in use in the United 
States but with a specific requirement 
that it include a statement as to 
whether the accountant reviewed the 
procedures followed for safeguarding 
the securities of customers. One sig- 
nificant difference in audit procedure 
in Canada and the United States ap- 
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pears to be that Canadian account- 
ants rely on a negative confirmation 
of “clients’ balances” whereas we use 
the positive method."* 


One of our principal problems in 
this field in the United States is the 
failure of many small brokers and 
dealers to keep their bookkeeping up 
to date. If Canadian brokers follow 
the advice of W. Grant Ross in his 
article on “Brokers’ Records” (CCA, 
April 1958), they should have no 
trouble on this account. 


Accountants on the Commission’s 
staff have had the pleasure of keeping 
informed on the practices of the 
accounting profession in Canada 
through The Canadian Chartered Ac- 
countant and the statements issued by 
the Committee on Accounting and 
Auditing Research. 


We want to continue to keep 
abreast of Canadian thinking on ac- 
counting and auditing and in tum to 
assist in any way we can in the prac- 
tice of Canadians before the Securi- 
ties and Exchange Commission. 


14 Cf. I. Beverley Howson, “The Audit of 
Stockbrokers’ Accounts”, The Canadian 
Chartered Accountant, March 1958, pp. 
207-213, and “Audits of Brokers or 
Dealers in Securities by Independent 
Certified Public Accountants” (American 
Institute of Certified Public Accountants, 
1956). 














Accounting in the Motor 
Transport Industry 





ERNEST GRAY 


HicHway MOTOR transport is a com- 
paratively young industry but has ex- 
panded tremendously over the past 
15 or 20 years. Originally a “one 
man” outfit in which the owner did 
the driving, handled the freight and 
looked after the books, it has now 
grown to include large organizations 
covering coast to coast operations and 
handling revenues of several million 
dollars each year. 


In 1956 in the United States, 3,100 
for-hire carriers reported to the Inter- 
state Commerce Commission gross 
revenue of $4,400,000,000, travelled 
over 7,000,000,000 miles transporting 
300,000,000 tons of freight. In Can- 
ada commercial vehicle registration 
for the 1956 licence year was 1,002,- 
562, an increase in the 10-year period 
since 1946 of 174% from 365,000. In 
the Province of Ontario alone com- 
mercial truck owners during 1956 
paid to the provincial treasury $70 
millions (about half the provincial 
highway revenue: $24 millions in 
licence fees and $46 millions in fuel 
tax. Trucks comprised 16.4% of total 
vehicle registration and contributed 
53% of licence fees and 41.8% of fuel 
tax. 

In the United States under Inter- 
state Commerce Commission ruling, 
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all common carriers are obligated un- 
der law to maintain accounts in a 
manner set up by the commission. 
These accounts are under the follow- 
ing classifications which are divided 
into a number of sub-division ac- 
counts: 


Revenue 

Operating revenues — This account 
includes total operating revenues, as 
provided in primary operating ac- 
counts, derived by the carrier from its 
motor freight operation. 


Expenses 

Equipment maintenance — Includ- 
ed in this account are repairs and 
servicing of equipment, tires and 
tubes, including supervision and 
office expenses in that connection. All 
other maintenance expenses such as 
light and heat in garages and ma- 
terials supplies and small tools used 
in operation and maintenance of 
shops and garages. 

Transportation — This account in- 
cludes wages of drivers and helpers, 
cost of gasoline, oil (both exclusive of 
tax), and other transportation ex- 
penses. Also included is cost of hir- 
ing equipment with driver for city or 
highway operation. 

Terminal — Included herein are all 




















costs in connection with operation of 
terminals, wages of warehouse em- 
ployees, billers, cashiers, etc. 

Traffic — This account includes all 
expenses in connection with traffic de- 
partment including salaries, tariffs and 
schedules, and advertising. 

Insurance and safety — Premium 
costs for all insurance coverages, cost 
of workmen’s compensation and cargo 
loss and damage are included herein. 

Administrative and general — This 
includes salaries and expenses of gen- 
eral officers, revenue accounting and 
general office employees, law and au- 
diting expenses, communication ser- 
vices, employees’ welfare and other 
office expenses. 

Depreciation — This account in- 
cludes depreciation charges for all 
classes of depreciable property owned 
by the carrier. 

Taxes and licences — Included in 
this account are taxes on gasoline and 
oil, vehicle licence fees and real es- 
tate taxes. 

Operating rents — This includes 
cost of rental of premises for opera- 
tions and equipment rental without 
services of drivers. 

Accounts are also set up for other 
income such as interest, dividends, 
etc., and expense accounts for pay- 

ment of interest and any other ex- 
penses not set out above. 

A few Canadian carriers have ac- 
counting systems similar to those used 
by U.S. carriers, and it is hoped in 
the near future to have a majority of 
Canadian operators using a uniform 
system of accounts, if not in entirety, 
at least a modified plan of accounts 
as set out above. 


Revenue Accounting and Control 


The source document for revenue 
accounting is the pro bill which is is- 
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sued by the originating terminal from 
the bill of lading. The accounting 
copies of this pro, which in most 
cases are two, are forwarded to head 
office each day in number sequence. 
A shipment may be taken from con- 
signor on prepaid or collect basis, or 
may be received from or transferred 
to another carrier. In all there are 
eight methods of handling and col- 
lecting for a shipment: local collect, 
local prepaid, interline received col- 
lect, interline received prepaid, inter- 
line forward collect, integline forward 
prepaid, through interline collect or 
through interline prepaid. Due to 
these numerous methods under which 
charges are collectible, it is essential 
that they be correctly rated as to in- 
come receivable and interline pay- 
able. 

Where two copies of pro are re- 
ceived for accounting purposes, one 
is used as invoice copy to the party 
liable for charges and the other as 
the office record. Both copies are 
rated and charges extended and at 
this point the copies are separated, 
one going to the tabulating depart- 
ment and the other to the accounts 
receivable department. The office 
copy is used by the tabulating de- 
partment for punching revenue and 
statistical information. Two revenue 
abstracts are taken off the cards, one 
by listing under originating branches 
and the other by collection account, 
and the totals balanced. An abstract 
of interline payable to other carriers 
is also taken. This is deducted from 
gross revenue. Interline cards are 
sorted weekly as to account payable 
and an abstract is made covering each 
account, which is used for making 
payment to connecting carriers. The 
invoice copy of the pro is sorted by 
accounts receivable department as to 
collection account and an adding ma- 
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chine tape taken which must be bal- 
anced with the tabulating collection 
account abstract. In order to assist 
in balancing the tabulating abstract 
and the accounts receivable tape, sub- 
totals are taken on both at specified 
points of collection accounts. By this 
method of double check on revenue, 
any punching error in amount is 
found, and also code collection num- 
bers errors between two of the alpha- 
betical breakdowns of collection ac- 
counts. 


Although @ro bills are received in 
sequence order from branches, it is 
not always possible to put all the bills 
through when received due to im- 
proper description for classification, 
rate, or while awaiting information as 
to transfer of shipment. It is essen- 
tial, therefore, that a check be made 
at a later date of all pros from each 
branch to ascertain that all revenue 
billing has gone through the records. 
This check is usually made 15 to 30 
days after the date of shipment by 
manual check of office copies covering 
pros issued by each branch. A com- 
plete follow-up and disposition is 
made of any pros which may not yet 
have gone through the records. 


In the trucking business there are 
a considerable number of adjustments 
to be made on rates and classifications 
and reversal of charges. It is most 
important that these be handled by 
employees competent in that work. 
Poor revenue accounting is causing 
substantial losses annually to motor 
carriers. 

There are several methods of hand- 
ling the collection of accounts receiv- 
able. In big organizations where 
operations cover a large territory, the 
most common procedure is that all re- 
ceivables are debited to the branch 
liable for the collection of charges, 
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and controls by branches are kept at 
head office. This is done by punch- 
ing a card for each shipment and 
matching or pulling the card on pay- 
ment of each item. Each month a re- 
capitulation of outstandings is sent in 
duplicate to the branch on which they 
report on items which have been out- 
standing over a certain length of time. 
Another method used, particularly 
where the territory covered is not ex- 
pansive, is that of handling all auth- 
orized credit accounts from head of- 
fice and charging branch controls 
with cash collect items and other col- 
lects or prepaids which are on a 
charge basis for the customer’s con- 
venience but which do not warrant 
control from head office, due to the 
small volume of shipments or the 
amount involved. All head office ac- 
counts are rendered four times a 
month, rather than by individual pro. 
Branch items at month-end are re- 
capitulated by date and sent to the 
branches for reports on overdue 
amounts. In most cases in small busi- 
nesses all statements are rendered and 
all accounting is handled by head of- 
fice. 


Statistics 

All the revenue statistical informa- 
tion necessary may be obtained from 
revenue billing, such as terminal ton- 
nage and revenue, originating and 
terminating, by individual trucks or 
types of trucks and classified commo- 
dity traffic. With punched card ac- 
counting this information is easily ob- 
tainable as all the pertinent facts are 
punched on the revenue card. These 
cards are sorted and tabulated to se- 
cure statistical information in any 
category. When there are not many 
branches in an organization the 
same operation can be handled on a 
bookkeeping machine carrying a num- 
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ber of totals. In a small company, 
where neither of the above methods is 
available, the computation must be 
made manually. This information 
must be conveyed to management as 
soon as possible on a daily or weekly 
basis so that unbalanced movements 
can be spotted and special effort be 
made to increase tonnage where ne- 
cessary to balance loads. Monthly 
tonnage and revenue reports may be 
retained for future comparative fig- 
ures which are invaluable when fore- 
casting potentialities of any branch. 


Disbursements 

All purchases should be covered by 
purchases orders issued only by au- 
thorized persons. Purchases should 
be made to as great an extent as pos- 
sible by head office as a better con- 
trol can be kept and in most cases 
more favourable prices can be obtain- 
ed by volume buying. All invoices 
applying to any expense category on 
which cost records are being kept are 
coded accordingly so that the infor- 
mation can be available for costing. 
Gasoline disbursements to units are 
obtained from a gasoline report fur- 
nished daily by each branch. A con- 
trol of branch gasoline purchases and 
disbursements by meter pump is kept 
at head office. 

All disbursements should be han- 
dled in a manner that allows the very 
minimum possibility of waste through 
inefficiency of the system or dishon- 
esty. 


Labour Control 

In the motor transport business 
wages amount to more than 50% of 
revenue. This is by far the highest 
single expense in the business so 
every effort must be made to control 
it at as low a figure as possible. 

As a large number of employees in 
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a truck organization are not under 
direct supervision due to being away 
from warehouse on delivery or pick 
up work, it is essential that a con- 
trol be established between hours of 
work and tonnage handled. The fore- 
going, of course, does not apply to 
highway drivers operating from term- 
inal to terminal as they are in almost 
all cases paid on a mileage basis. A 
record of hours is established from 
the daily payroll card on which the 
driver reports the time spent on ware- 
house work and pick up and delivery. 
The payroll card is designed to cover 
all phases of employee’s work so that 
any category of operation in addition 
to those mentioned above are includ- 
ed and allocated when necessary by 
the payroll department. 

The tonnage picked up or delivered 
by each driver is recorded and divid- 
ed by hours to ascertain average 
hourly tonnage handled by each em- 
ployee. This report is completed 
daily by each branch and forwarded 
to the head office. Corrective meas- 
ures can then be taken with regard 
to an employee who is not handling 
his average amount of freight, with 
allowance, of course, for any extenu- 
ating circumstances such as length of 
route. This report also shows when 
the general average is low due to lack 
of business, and a reduction in staff 
can then be made. Employers under 
union contract where extra pay-rate 
is applicable after a certain number 
of hours per day or week must see 
that branch managers are most care- 
ful to allocate work to eliminate all 
unnecessary overtime. 


Maintenance Costs 


On highway equipment tachomet- 
ers can be installed which record the 
speed of the vehicle at all times and 
also the time the motor is left idling 
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while the equipment is stopped. This 
eliminates undue wear of the vehicle 
due to excessive speed as immediate 
action is taken against any driver ex- 
ceeding the proper speed limit. Cor- 
rective measures are also taken 
against drivers for unnecessary idling 
of equipment when it is not in opera- 
tion. 

In order to know the amount of 
usage and maintenance cost of 
equipment, it is necessary to keep 
records of hours of operation and ex- 
penses applicable to each unit. All 
direct expenses in connection with 
maintenance of equipment should be 
allocated to the particular unit. Parts 
are charged from purchase invoice 
or stock, repair wages from mechan- 
ic’s time card, gasoline from reports 
of disbursements received from 
branches daily, hours and miles (to- 
gether with their cost) from the driv- 
er’s time card. This information is 
tabulated monthly by category and 
unit, and is posted to the individual 
card for each unit. From these cards 
any excessive cost of operation can 
be readily spotted and also cases 
where units are not being fully uti- 
lized. 


Some operators record all off-road 
hours of tractors and trailers so that 
they can be studied to eliminate un- 
due wastage of use. 


The cost card for each unit is 
totalled at the year-end. It includes 
the following information relative to 
each unit: driver's wages, repair 
parts, repair wages, gasoline, oil, total 
hours of operation and mileage for 
the year. Standing charges of each 
unit consisting of commercial licence, 
public commercial vehicle licence, de- 
preciation and insurance are also 
assessed. To this is added the tire 
cost which is calculated by taking the 


THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1958 


total tire cost for the year and the 
total mileage and making an appor- 
tionment on a mileage basis to each 
unit, taking into consideration semi- 
trailer mileage and cost. 


Cards are then classified as to city 
trucks, highway trucks, city tractors 
and highway tractors in accordance 
with their usage during the year. A 
recapitulation is made of equipment 
in each category and an average is 
taken as to the cost per hour and per 
mile for all individual cost factors. To 
these hourly and mileage costs are 
added overhead and the results are 
used in making quotations on special 
movements where hourly or mileage 
rate becomes a basis of quotation. 


Companies with large operations 
may classify highway tractors into 
further categories as to types, makes 
or year of manufacture so that com- 
parative figures may be obtained on 
the operation of equipment. 


Other Cost Controls 

In addition to the above an in- 
dividual monthly cost control is also 
maintained on all terminal expenses 
such as light, fuel, building repairs 
and warehouse expenses. This also 
applies to personnel in connection 
with car, travelling and sales expense. 


There is no doubt that timely finan- 
cial statements and expense control 
data are necessary to eliminate delay 
or failure in inaugurating corrective 
measures. 

At the present time in Ontario an 
Accounting Council has been formed 
under the jurisdiction of the Auto- 
motive Transport Association of On- 
tario to set up a uniform set of ac- 
counts for all carriers and to exchange 
views regarding other phases of the 
business. 
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Organization of an Internal 
Audit Department 





ROBERT D. WHYTE 





THE DEGREE of acceptance of internal 
auditing as an integral part of mod- 
em industrial organization is evi- 
denced by recent articles appearing in 
periodicals of the institutes of profes- 
sional accountants in Canada and the 
United States. This acceptance may 
be attributed to the success of the In- 
stitute of Internal Auditors of New 
York in raising the standards of its 
members in accordance with its pub- 
lished statement on the responsibili- 
ties of the internal auditor. A defini- 
tion of internal auditing, as expressed 
by that Institute in 1947, bears repeti- 
tion: 

“Internal auditing is the inde- 
pendent appraisal activity within 
an organization for the review of 
the accounting, financial and other 
operations as a basis for protective 
and constructive service to man- 
agement.” 


Origin of Internal Auditing 

The origin of internal auditing was 
associated with the growth and com- 
plexity of our present-day form of in- 
dustrial organization, with its increas- 
ed dependence upon delegation of 
authority. This complexity created 
immense problems of liaison between 
the decentralized units of the organi- 
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zation, and management was charged 
with the responsibility of formulat- 
ing policies and procedures for gaug- 
ing the effectiveness of its delegated 
authority. 

It would be optimistic indeed to 
assume that these policies would au- 
tomatically be accepted in a uniform 
manner by individuals operating un- 
der varying circumstances in widely 
separated localities. Recognition of 
this factor was responsible for the 
growth of an organized body of in- 
ternal auditors. 

Internal auditing was initially as- 
sociated with the routine verification 
of the arithmetic accuracy of financial 
and operating reports. It was from 
this early start, with its undue em- 
phasis on the prevention and detec- 
tion of fraud, that many of the early 
unfavourable impressions concerning 
the internal auditor arose. The mod- 
em approach is to continue to stress 
the protective functions, but now also 
to review and make recommendations 
on the general control framework of 
the company organization. Hence 
there is an increased need for the 
scientific techniques of professional 
auditing in the internal audit. 

Greater responsibilities and heavier 
burdens were placed on the share- 
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holders’ auditor by the expansion of 
industry, and, in part, it was on his in- 
sistence that internal auditing grew 
to its present stature. The increased 
cost of carrying out the external audit 
also contributed towards the estab- 
lishment of internal auditing within 
industry. The insistence of the share- 
holders’ auditor on more effective in- 
ternal control was a logical and major 
factor, and this aspect of the internal 
auditor’s function remains as signifi- 
cant as ever. However, the work of 
the internal auditor must never be 
looked upon as a substitute for that 
of the shareholders’ auditor. 


Basic Factors 

While it is impossible to pinpoint 
the stage at which consideration 
should be given to the formal organi- 
zation of a separate internal audit de- 
partment, size and location of the 


company will largely determine the 
development. Basic to its creation, 
too, will be management’s recognition 
of what the department can give in 
terms of increased efficiency, greater 
procedural consistency and enhance- 
ment of personnel relationships. 
Responsibility for the attainment of 
the objectives of internal auditing 
rests squarely on the shoulders of 
management. The first step is to 
make a statement of the responsibili- 
ties of the internal auditor and the 
scope of the work to be covered by 
him. This statement should cover 
the development of a formal internal 
audit program for the examination of 
accounting records and statements in 
cooperation with the shareholders’ 
auditor. It should also cover the re- 
sponsibility for the review of com- 
pany policies and procedures, to- 
gether with recommendations for re- 
visions of existing procedures where 
warranted, In this latter field, the 
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true measure of the internal auditor’s 
contribution to improved manage- 
ment efficiency will be realized. The 
degree of success of this contribution 
will be reflected in the report which 
he submits to management at the con- 
clusion of each audit and in the ex- 
tent of remedial follow-up action. 


Organization of an Internal Audit 
Department 

The organization of an internal au- 
dit department requires strong back- 
ing if it is to operate efficiently. The 
extent of this backing will be reflect- 
ed in the internal auditor’s place in 
the organizational set-up of the com- 
pany, and in the position of the per- 
son to whom he reports. It is gen- 
erally accepted that he should report 
directly to the senior financial officer 
of the company. This system has 
worked very satisfactorily although it 
may be criticized on the grounds that 
the internal auditor is directly re- 
sponsible to all top management, not 
to any one divisional head. It has 
been found, however, that the intern- 
al auditor may report directly to the 
comptroller in the latter’s capacity as 
the adviser to management on all 
financial aspects of the organization. 

Perhaps the most difficult task in 
the organization of an internal audit 
department is the selection of the in- 
ternal auditor and the staff which will 
report directly to him. The internal 
auditor must possess above-average 
educational background, be rapid and 
accurate in his analytical ability, and 
able to express himself in a clear and 
concise manner. 

Initiative and judgment must be 
exercised in the direction of the in- 
ternal audit staff and in the handling 
of the problems which continually 
arise in the conduct of the audit. The 
internal auditor and his associates 
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must be capable of extracting the 
relevant information from the mass of 
detail which they are called upon to 
examine. Mathematical and proced- 
ural errors of an insignificant nature 
will be referred to the head of the 
department under audit and will be 
remedied at that stage. It is the 
more important exception which man- 
agement relies upon the auditor to 
bring to its attention. The principle 
of management by exception is per- 
haps best exemplified through the re- 
ports submitted by the internal audi- 
tor. He must possess the basic au- 
diting techniques if he is to safeguard 
the interests of his organization and 
provide a major link in the chain of 
internal control. These techniques 
are best evidenced by the independ- 
ent and impartial manner in which he 
approaches the problems requiring 
solution. He must be capable of of- 
fering diplomatic advice, but never 
instruction, to the members of the 
line organization with whom he is in 
direct contact, and he will be expect- 
ed to pass along and interpret com- 
pany policy in a logical and consist- 
ent manner. 


Centralization a Must 


The internal audit department 
normally operates out of the com- 
pany headquarters. A centralized or- 
ganization of this nature will un- 
doubtedly present problems of cost 
and may cause in many instances dis- 
satisfaction among the travelling au- 
ditors as to the time spent away from 
home. The logical alternative in the 
larger multi-plant organization is the 
establishment of a system of resident 
auditors at each of the major loca- 
tions. However, any benefit from 
that system would normally be offset 
by its adverse effect on the quality of 
the audit itself. Complete independ- 





ence is neither practical nor desirable, 
but lack of constant rotation and 
adequate head office supervision 
would inevitably lead to at least par- 
tial absorption of the resident auditor 
in the line organization. Continued 
employee dissatisfaction over the vol- 
ume of travel required may indi- 
cate a more serious dislike of the 
policies of the company with regard 
to rotation and promotion. This kind 
of complaint should be closely investi- 
gated and eliminated. 


Rotation of Personnel 

A well-organized and well-staffed 
internal audit department will in- 
evitably be the target for raiding 
parties from all divisions of the com- 
pany. It has long been recognized 
that the internal audit department of- 
fers the scope and experience to bring 
forth the best qualities of the poten- 
tial supervisory trainee, and in some 
companies the internal audit is de- 
veloped for this sole purpose. The 
ideal lies at some point midway be- 
tween the extremes of an organiza- 
tion with a complete and continuous- 
ly revolving personnel and one which 
remains stable throughout its exist- 
ence. 

Even the best scheme for rotating 
personnel within the internal audit 
department will cause some disrup- 
tion and incur additional cost with- 
in the company organization. Any 
disruption will, however, be offset by 
the increased efficiency and morale 
of the staff. One of the best means 
of attracting desirable men into an 
organization is through an internal 
audit training program where the in- 
dividual can satisfy himself, through 
the experience of former members of 
the department, that his own self-in- 
terest will be advanced. The internal 
audit department is also sometimes 
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used in the program for developing 
capable individuals already in the or- 
ganization who are being screened for 
future supervisory positions. The 
ideal solution would be to have the 
audit department composed of a mix- 
ture of proven company men and men 
recruited from colleges or accounting 
firms. 

A good internal audit program 
serves as an integral part of the over- 
all internal control and as the step- 
ping stone for any further procedural 
work which may be warranted as a 
result of weaknesses uncovered by 
the audit itself. Above all, however, 
the auditor must not be loaded down 
with excessively detailed programs 
which will stifle his initiative and fail 
to leave him with the time necessary 
to devote to special management pro- 
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jects which may turn up from time 
to time. 


Management Appreciation 

Management must be made to rea- 
lize the importance of the internal 
audit function and be convinced that 
this is the place to go when problems 
need solving. It must have implicit 
faith in the opinions expressed by the 
auditor. Its faith will best be exemp- 
lified in the type of job which it calls 
on the auditor to perform. 


An appropriate internal audit orga- 
nization must be specifically designed 
for each particular company, although 
the attainment of objectives will, in 
general, follow the approach outlined 
above. The acid test of the effective- 
ness of this organization will be its 
degree of acceptance by management. 


Changing Concept of “Business” 


. . the connotation of the word “business” is changing. 
its original association with the notions of enterprise and profit, it is coming 
to be associated in our minds more and more with the very different notions 
of administration and organization. 

These are, of course, the notions with which people have always asso- 
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ciated government service. Once, business and government service stood at 
opposite poles in the conventional picture of the spirit and the conditions in 
which the different bits of the world’s work are done. Nowadays, business 
and government service seem to be becoming less and less unlike each other. 
And this rapprochement between them is taking place not only in communist 
countries, where business is a government monopoly, and in semi-socialist 
countries, like those of Western Europe, where business is the government’s 
enforced deputy and therefore its unloved but valued protege. It is also 
happening in the United States and in Canada, too. 

— Arnold J. Toynbee in The Harvard Business Review, 

September-October, 1958. 
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Accounting Research 


DEPRECIATION AND DEFERRED INCOME 
Taxes — THE AMERICAN VIEW 


In August of this year the Com- 
mittee on Accounting Procedures of 
the American Institute of Certified 
Public Accountants issued a revised 
version of its Accounting Research 
Bulletin No. 44. This revised bulletin, 
like the original one, is entitled “De- 
clining Balance Depreciation” but its 
most interesting recommendations are 
those concerned with the controversial 
problem of income determination re- 
lating to the recognition of the income 
tax saved by claiming more deprecia- 
tion for tax purposes than is provided 
in the accounts. Since Canadian 
opinion on this question is still far 
from unanimous, the complete re- 
versal by the American Institute com- 
mittee of its original position and the 
adoption of recommendations, not 
significantly different from those set 
forth in Canadian Bulletin No. 10, is 
bound to revive the discussion. It, 
therefore, seems appropriate at this 
time to review the previous American 
position and to speculate a little on 
the reasons leading to the change of 
opinion as an aid to the evaluation 
of the effect of the change on Can- 
adian practice. 

The 1954 revision of the United 
States Internal Revenue Code, allow- 
ing the use of the declining balance or 
“sum-of-the-years-digits” methods of 
calculating depreciation for tax pur- 
poses, presented American account- 
ants with the same potential problem 
of income determination as that pro- 
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duced in Canada by the repeal of sec- 
tion 1100(4) of the Income Tax Regu- 
lations. The problem was less acute 
in the United States, however, since 
the new depreciation methods were 
applicable in that country only to as- 
sets coming into existence after 
December 31, 1953 with assets in 
existence at that date continuing to 
be eligible only for straight line de- 
preciation. 

It was perhaps because of this re- 
stricted degree of application, and 
the lesser degree of urgency which 
resulted, that the original Bulletin No. 
44 dealt chiefly with the acceptability 
of the declining balance method and 
referred only briefly to the related 
problem of income determination in 
the following words: 


“There may be situations in which 
the declining balance method is 
adopted for tax purposes but other 
appropriate methods are followed 
for financial accounting purposes. In 
such cases, it may be that accounting 
recognition should be given to de- 
ferred income taxes. However, the 
committee is of the opinion that, in the 
ordinary situation, deferred income 
taxes need not be recognized in the 
accounts unless it is reasonably cer- 
tain that the reduction in taxes during 
the earlier years of use of the declin- 
ing balance method for tax purposes is 
merely a deferment of income taxes 
until a relatively few years later, and 
then only if the amounts are clearly 
material.” 
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It seems apparent from the wording 
of this opinion, first, that the Amer- 
ican committee did not expect the 
problem to become very serious and, 
secondly, that it had grave doubts as 
to the necessity of making provision 
for deferred income taxes when the 
period of deferment was likely to be 
of lengthy or indefinite duration. 


It is, of course, impossible to de- 
termine the factors which led the 
majority of the members of the com- 
mittee to reach a conclusion so much 
at variance with that arrived at by 
their Canadian opposite numbers. 
Since it does seem probable, however, 
that the presence of certain factors in 
the United States which were not 
present in Canada may have con- 
tributed to the divergence of views, 
some consideration of the situation in 
the United States at that time may be 
of interest and assistance in assessing 
the significance of the change. One 
factor which undoubtedly played a 
part was the feeling, referred to above, 
that the problem would not be serious 
and that most taxpayers would main- 
tain agreement between tax and re- 
corded depreciation, either by adopt- 
ing the accelerated methods in their 
accounts in respect of new assets or 
by claiming less than the maximum 
allowed for tax purposes. In Canada, 
on the other hand, not only were all 
assets eligible for the new method but 
it was also obvious, from the pro- 
longed agitation that ultimately led 
to the repeal of section 1100(4) of 
the Regulations, that while many tax- 
payers were most anxious to claim the 
maximum capital cost allowance per- 
mitted they were, at the same time, 
very unwilling to pay the price then 
demanded for the privilege. The 
price was the reduction of reported 
income which would result from the 
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adoption of the reducing balance 
method in their accounts. 


A second factor which may help to 
explain the limitation of the applica- 
tion of the deferral technique to those 
cases in which it is “reasonably cer- 
tain that the reduction in taxes during 
the early years . . . is merely a defer- 
ment of income taxes until a relative- 
ly few years later. . .” is the position 
previously taken by the American In- 
stitute committee on the treatment of 
the tax saving obtained by claiming 
accelerated amortization of emergen- 
cy defence facilities in excess of the 
amount provided in the accounts. In 
earlier bulletins dealing with this 
question (now consolidated in chap- 
ter 9(c) of Accounting Research 
Bulletin No. 43, “Restatement and 
Revision of Accounting Research Bul- 
letins”) the problem of income mea- 
surement created by these special 60- 
month write-offs was discussed. The 
conclusion was reached that whenever 
it was not appropriate from an ac- 
counting point of view to depreciate 
assets in the accounts over the accel- 
erated amortization period, material 
differences between tax allowances 
and recorded depreciation might 
occur. Under such circumstances, pro- 
vision should be made for the addi- 
tional taxes which would be payable 
in the subsequent periods when nor- 
mal depreciation on the amortized 
assets would be disallowed for tax 
purposes. This procedure involves the 
computation of the taxes which may 
be payable in the future at the tax 
rates expected to be in effect at that 
time. When the postponement is of 
indefinite duration, this is a difficult 
practice to defend against the allega- 
tions of vagueness and impracticality 
directed against it. The Canadian 
view (which the Canadian committee 
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carefully distinguished from _ the 
American position in paragraph 12 of 
its Bulletin No. 10) is, on the other 
hand, not subject to this same objec- 
tion. The Canadian principle is to re- 
gard the adjustment as a deferred 
credit to expense, the amount of 
which is determined by the taxes 
actually saved in the year the adjust- 
ment is made, and no speculations 
about the future are needed to arrive 
at the amount involved. 


Whatever reasons led the American 
committee to arrive at its original de- 
cision, the revised Accounting Re- 
search Bulletin No. 44 leaves no 
doubt that the view has changed. No 
attempt is made, however, to explain 
the change in any detail. The com- 
mittee has confined itself to a state- 
ment to the effect that since issuing 
of the original Bulletin No. 44 it has 
observed and studied cases involving 
the application of the bulletin and 
that these studies “have indicated that 
where material amounts are involved, 
recognition of deferred income taxes 
in the general accounts is needed to 
obtain an equitable matching of costs 
and revenues and to avoid income 
distortion, even in those cases in 
which the payment of taxes is de- 
ferred for a relatively long period” 
(italics added). This conclusion, it 
further stated, “is borne out by the 
committee’s studies which indicate 
that where accelerated depreciation 
methods are used for income tax pur- 
poses only, most companies do give 
effect to the resultant deferment of 
income taxes...” 

The specific recommendations made 
in the revised Bulletin No. 44 may be 
summarized as follows: 


1. The declining balance method of 
estimating periodic depreciation 
meets the requirements of being 
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“systematic and rational” and is 
thus an acceptable method in any 
situation. In some situations it 
may provide the most satisfactory 
allocation of cost. The “sum-of- 
the-years-digits” methods achieves 
approximately the same result and 
is thus equally suitable. (This 
recommendation is unchanged 
from the original bulletin. ) 
Where the declining balance 
method is adopted for income tax 
purposes but other appropriate 
methods are used for financial ac- 
counting purposes, accounting rec- 
ognition should be given to de- 
ferred income taxes except in cer- 
tain rare cases where special cir- 
cumstances make such procedures 
inappropriate. (See item 4 be- 
low. ) 

Where it may reasonably be pre- 
sumed that the accumulative dif- 
ferences between taxable income 
and financial income will continue 
for an indefinite period, it is ap- 
propriate, as an alternative to 
crediting a deferred tax account, 
to recognize the related tax effect 
as additional amortization or de- 
preciation applicable to such assets 
in recognition of the loss of fu- 
ture deductibility for tax purposes. 
Regulatory authorities should rec- 
ognize the deferred income taxes 
as a legitimate deduction for rate 
making purposes. If, however, 
they do not do so, accounting 
recognition need not be given to 
the deferment of taxes if it may 
reasonably be expected that the 
offsetting increased future income 
taxes will be allowed in future 
rate determinations. 

In the rare cases, where account- 
ing for deferred income taxes is 
not appropriate, full disclosure 
should be made of the amount of 
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deferred income taxes arising out 
of differences between deprecia- 
tion claimed for tax purposes and 
that provided in the accounts. 


In order to make it quite clear that 
the revised bulletin is recommending 
a complete change in practice, the 
various possible relationships which 
may exist over a period of years be- 
tween accounting and tax deprecia- 
tion are spelled out in some detail. It 
is emphasized that the deferred de- 
preciation procedure applies not only 
to situations where there is a group 
of assets with similar useful lives 
and where the excess of depreciation 
claimed in earlier years will, there- 
fore, be offset by the opposite condi- 
tion after a definite period, but also to 
those cases where, due to the con- 
tinuous replacement of assets or the 
continued expansion of the enterprise, 
the amount deferred will remain con- 
stant or increase for an indefinite 
period. 


There is no specific definition in the 
revised bulletin of what the deferred 
tax account is or how it is to be cal- 
culated. However, as there is no 
specific denial of the position taken 
in earlier pronouncements to the ef- 
fect that the adjustment is in the na- 
ture of a deferred liability, it can be 
presumed that this is still the official 
view. The use of the term “deferred 
income taxes” also suggests that some- 
thing in the nature of a provision for 
a liability is still contemplated. On 
the other hand, the approval given to 
the treatment of the accumulated tax 
difference as additional depreciation 
or amortization is inconsistent with 
the treatment of the adjustment as a 
provision for a liability. It appears 
that, by implication at least, in those 
cases where the period of deferment 
is long and indefinite, the adjustment 


is recognized as being more in the 
nature of a “deferred credit“ than a 
true liability. This implied change 
in position combined with the fact 
that it is frequently impractical to 
compute the deferred tax credit with 
reference to future tax rates means 
that as a general rule the American 
and Canadian methods will produce 
the same results and that as a prac- 
tical matter the theoretical differences 
in procedure will not be significant. 

It should not be forgotten, however, 
that under some circumstances where 
the period of deferment is relatively 
short the “deferred income taxes” to 
be reflected in the accounts in accord- 
ance with the American recommenda- 
tions may not be the same as the “tax 
reduction applicable to future years” 
required by the Canadian Bulletin 
No. 10. This will be the case when- 
ever it is possible to make any ra- 
tional assumptions as to the probable 
rate of tax in effect at the time that 
the depreciation provided in the ac- 
counts exceeds that allowed for tax 
purposes, as under such circumstances 
the American adjustment should be 
computed with reference to those fu- 
ture tax rates. 

A number of other points of differ- 
ence between the American and Can- 
adian positions should also be kept 
in mind. First, the American position 
is now considerably more strict than 
the Canadian. In the words of Bul- 
letin No. 10, the Canadian committee 
recognized “the possibility of a diverg- 
ence of views, particularly in the ab- 
sence of any opportunity up to this 
time for the development of a gen- 
erally accepted practice” and while 
expressing a preference for making 
full disclosure of the deferred tax sav- 
ing in the accounts recognized dis- 
closure as an adequate minimum al- 
ternative. The American committee, 
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on the other hand, having had the 
benefit of several years experience, is 
insisting on recognition of the defer- 
red tax adjustment in the accounts 
except in very unusual circumstances. 
It is interesting that the only example 
of such unusual circumstances actual- 
ly mentioned in the bulletin is the 
situation which has been so much 
the centre of attention in Canada in 
recent months — the case of the regu- 
lated utility which is not permitted to 
recover the amount of the deferred 
tax adjustment in its rates. 


This sitvation apparently creates 
another variation between United 
States and Canadian practice. The 


C.I.C.A. Committee on Accounting 
and Auditing Research when report- 
ing on its reconsideration of Bulletin 
No. 10 in the light of the Cabinet 
decision in the C.P.R. and Bell Tele- 
phone rates cases, (CCA, July 1958) 


confined itself to making a general 
re-affirmation of its continued belief 
in the general validity of the recom- 
mendations of Bulletin No. 10 and 
did not make any exception for the 
utilities themselves. The whole ques- 
tion of income determination in regu- 
lated utilities, however, is so complex 
and so involved with special excep- 
tions to normal rules that this appar- 
ent difference in opinion is probably 
not particularly significant. In any 
case the last has not been heard from 
the two utilities most affected in Can- 
ada and it is almost certain that there 
will be more consideration and dis- 
cussion of this question. 


Another point of difference which 
is worthy of careful consideration by 
Canadian accountants is the suggested 
alternative treatment of the tax 
adjustment on the balance sheet. It 
would seem that the adoption of the 
suggested treatment of the accumu- 
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lated tax adjustment as an addition to 
the accumulated depreciation or 
amortization would draw attention to 
the relationship between the tax sav- 
ing and the reduction in future de- 
ductibility of fixed asset costs and 
thus help to make one of the under- 
lying reasons for the practice a little 
clearer to the reader of the balance 
sheet. In the same way, the elimina- 
tion of the difficult-to-describe and 
hard-to-explain “deferred credit” from 
among the liabilities might tend to 
eliminate some of the criticism put 
forward by opponents of the recom- 
mended practice. It is, therefore, 
hoped that the significance of this 
procedure and its suitability under 
Canadian conditions as a means of 
achieving the objectives set out in 
Bulletin No. 10 will be given serious 
consideration. 

Perhaps the most significant aspect 
of the change in the official American 
view from the standpoint of Canadian 
accountants is the way in which, de- 
spite the official pronouncement to the 
contrary, opinion in that country has 
gradually swung to a position almost 
identical to that recommended by 
Bulletin No. 10. This is not only a 
real tribute to the intelligence and 
foresight of the C.I.C.A. Committee 
on Accounting and Auditing Research 
but an interesting illustration of how 
accounting principles and procedures 
are gradually adapted to changing 
circumstances. It also demonstrates 
how accountants, once they have 
overcome their innate conservatism 
and have had an opportunity of ob- 
serving in practice the inappropriate- 
ness of an existing procedure, are pre- 
pared to accept rather revolutionary 
ideas when they can be seen to con- 
tribute to the objective of accurate 
income determination and fair pre- 
sentation. 
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While we in Canada were actually 
very fortunate to have adopted at the 
start what is now recognized as the 
best procedure, the experience in the 
United States shows that the opposite 
approach was not without certain off- 
setting advantages in that the norm- 
ally greater tenacity of the opposition 
has given the new view there more at- 
tention than was gained by the official 
position. As a result, the undecided 


have been exposed to more argument 
in favour of the new procedure than 
opposing it. 

Opposition to the new procedure is 
not, of course, by any means dead in 
the United States, or in Canada for 
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that matter. It seems highly likely, 
however, that the usual high degree 
of conformity obtained by recommen- 
dations in accounting research bul- 
letins in the United States (com- 
bined with the more forceful persua- 
sion practised by the Securities and 
Exchange Commission) will result in 
a fairly general adoption of the 
recommended deferred income tax 
procedures within a fairly short time. 
The very strong persuasive influence 
of American practice on Canadian ac- 
countants will, in turn, undoubtedly 
reinforce the trend towards increasing 
conformity to the Bulletin No. 10 
recommendations in Canada. 





Edited by GEOFFREY H. WARD, C.A. 


Practiteoners Forum 





Pusiic RELATIONS 


The other day I called on Gordon 
Kennedy, press and public relations 
officer of the Canadian Institute of 
Chartered Accountants. He has now 
been engaged in this work for the In- 
stitute for more than a year. Previous- 
ly he did similar work for an indus- 
trial concern. 

Mr. Kennedy’s activities on behalf of 
the Institute include direct contacts 
with all media where publicity might 
be expected. Daily papers publish ex- 
amination results. Financial journals 
comment on publications of the In- 
stitute, such as the articles on data 
processing and the annual survey of 
financial statements. He prepares the 
press releases for the annual tax brief, 
annual conference and any special 
events. The preparation of all ma- 
terial publicizing the annual confer- 
ence, including the design of the an- 
nual report and program booklet, is 
also part of his work. 

Mr. Kennedy deals with incoming 
correspondence from the general pub- 
lic inquiring about the profession. 
Much of this is from foreign countries. 
Contact is maintained with the pub- 
lic relations representative for each 
Provincial Institute by regular corres- 
pondence. In addition, he is avail- 
able, for a fee, to attend personally at 
Provincial Institutes’ conferences and 
do work for them. 

He has been used by the Ontario 
Institute and the Canadian Tax Foun- 
dation at their annual conferences. 


Both these organizations have found 
his help valuable. Our members have 
even invaded the world of television 
with his assistance. The outgoing and 
incoming president of the Ontario In- 
stitute appeared on Tabloid in 1957; 
other members of the Canadian In- 
stitute were on television in 1958; and 
the Saskatchewan Institute ran some 
material advertising the profession on 
local television stations. Mr. Kennedy 
arranged for the members to appear, 
and helped to prepare the advertising 
material. We can see that his duties 
vary from personal contacts to crea- 
tive work at the desk. 


What is “Public Relations”? 

When asked to explain what public 
relations are, Mr. Kennedy admitted 
that this was very difficult to state 
clearly to a layman. I had heard pub- 
lic relations described as a “way of 
life” and as “doing good and then 
getting the credit for it”. Mr. Ken- 
nedy did not differ with these defini- 
tions. One of his favourites is “Pub- 
licity is what you say about what you 
do; “Public Relations” is what other 
people say about what you say and 
do”. 

Public relations is really a matter 
of appearing in a favourable light be- 
fore the public or one’s fellow busi- 
nessmen. It is a means of obtaining 
status. To approach it from the nar- 
row view of “what direct economic 
benefit will I receive” is not in the 
true spirit of the art of public rela- 
tions. Your objectives must be more 
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long-term and unselfish. You must 
be sincere and genuinely interested 
in the community and other people. 
Then people will have a reason to re- 
spect you and your profession. 


Practical Aspects 

As it is difficult to envisage an in- 
dividual accountant conducting public 
relations work in a large ce itre, we 
discussed the practical aspects from 
the standpoint of a sole practitioner in 
a small community. What can he do? 
He could be active in service clubs 
such as Kinsmen, Kiwanis, or Rotary, 
serve on their committees, advise 
them on financial matters. By assist- 
ing the church in the same way, he is 
being a good citizen. Such activities 
are also good for his personal de- 
velopment. By entering into projects 
with the idea of self-improvement, 
such as learning to speak in public, 
he will also, as a direct bi-product, be 
carrying out good public relations for 
himself and the profession. 

By supporting Institute activities, 
including the local C.A. clubs and 
The Canadian Chartered Accountant, 
he strengthens the profession. This 
strength will in turn create a’good im- 
pression on the community. By tak- 
ing an active interest in Institute 
Council activities, by serving on com- 
mittees, he helps overcome the apathy 
which has led to the downfall of 
many political systems. By talking 
about the profession to schools and 
service clubs, he and his profession 
will become better known. 


Student Relations 

Employers who help their students 
with their development will make 
them their ambassadors of goodwill. 
Copies of the Institute literature on 
the profession, published for stud- 
dents, should be kept handy and 
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made available to all who are inter- 
ested. The accountant can get in- 
volved in career counselling activities. 
If the opportunities do not present 
themselves to do all these things, a 
good public relations man will create 
them. For example, my partner in 
Lindsay has a $25 “Herbert A. Wat- 
son” prize presented to the graduating 
class at the high school for the high- 
est marks in English and mathemat- 
ics. This enables him to attend the 
graduation ceremonies each year to 
present the prize, and incidentally 
make a few remarks about the oppor- 
tunities available in the profession. 


Correspondence 

Letters written by chartered ac- 
countants can create a favourable or 
unfavourable impression. Careful at- 
tention to appearance, grammar, tone 
and content is important. Some of 
our letters are not a credit to a pro- 
fessional man. 


The Direct Approach 

More direct methods of public re- 
lations are possible. We can ap- 
proach interested persons such as 
lawyers, bank managers, newspaper 
financial editors. K. Douglas Mac- 
lennan of Windsor, in preparation for 
his discussion group at the C.I.C.A. 
convention in Saskatoon in 1957, con- 
tacted all the bank managers in his 
community and asked them to com- 
plete a questionnaire on relations be- 
tween the auditor and the banker. 
Subsequently this was used as the 
basis for a panel discussion by bank- 
ers and accountants at a dinner meet- 
ing of the Windsor Chartered Ac- 
countants Club, to which all bank 
managers and their assistants were in- 
vited. 

This, of course, is very good public 
relations. One important point which 
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arises here is that one should make 
a follow-up on a public relations ac- 
tivity. If the bankers had been left 
after completing the questionnaire, 
with no further action on the part of 
the accountants, there might have 
been an actual loss of prestige rather 
than a gain, as the bankers had been 
led to expect some liaison and con- 
tact. In this case it was forthcoming 
and I am sure that relations between 
bankers and accountants in Windsor 
are excellent. 


Finally 

Above all be a good public ac- 
countant. Doing one’s work well is 
the best way to obtain respect. The 
profession cannot expect to have sta- 
tus and prestige without earning it. 


In the editorial in this magazine in 
December 1956, E. Michael Howarth, 
discussing “the general recognition 
of accountancy as a profession”, 4 
study published by the American 
Institute, stated, “There are scant 
grounds for complacency in our atti- 
tude towards the profession’s public 
relations. Much remains to be done 
.... ” At least a start has been 
made by including a “public rela- 
tions” panel in the C.I.C.A. annual 
conference in Montreal last Septem- 


ber. 


There seems to be as much involved 
in public relations as in any other 
profession. It can be a full-time oc- 
cupation. As amateurs, account- 
ants cannot be expected to know all 
the intricacies. However, as public 
accountants who have to be their own 
salesmen, as members of a profession 
whose existence depends on public 
acceptance, auditors need to under- 
stand and comprehend the basic as- 
pects of human relations. This is an 
area they cannot afford to neglect. 









INVENTORIES 


Attendance at physical stock-taking 
by the auditor continues to be a 
matter for discussion at accountants’ 
conferences and in accounting publi- 
cations in Canada. Surely the time 
has now come when the October 1951 
pronouncement of the Canadian In- 
situte’s Committee on Accounting and 
Auditing research (Bulletin No. 7) 
needs correction. The large majority 
of practising accountants today recog- 
nize the need for attendance at stock- 
taking. 

Personally I believe that many of 
them do not attend because this ob- 
solete bulletin indicates that they are 
not required to. A new bulletin 
changing this position would provide 
the necessary impact to remove the 
inertia from those accountants who 
are not now attending at physical 
stock-taking. The issuance of a new 
bulletin would also serve a very use- 
ful purpose in assisting the practi- 
tioner with small clients. Any clients 
objecting to the cost of the auditor at- 
tending at stocktaking could be shown 
the bulletin as evidence that it was 
now considered good and essential 
procedure for the auditor to attend. 
Also the bulletin could be used as jus- 
tification for the auditor qualifying his 
report when he does not attend. 


At the Ontario Institute’s annual 
conference in London in June 1958, 
one member of a panel discussing this 
topic assumed the role of the auditor 
opposed to attendance at physical 
stock-taking. In my opinion all the 
arguments presented were shallow 
and unworthy of being taken serious- 
ly by a profession. The main argu- 
ments were directed, not against at- 
tending, but only against making it 
mandatory. This objection is ans- 
wered by the American pronounce- 
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ments in that attendance is only ex- 
pected “wherever practicable and rea- 
sonable”. 

One objection was to the additional 
fee that would have to be charged. 
This can be sensibly answered by 
pointing out to the client the benefits 
to be derived by having his stock- 
taking procedures reviewed and ap- 
praised. Clients no longer question 
the fee charged for counting their 
cash, confirming their receivables or 
carrying out any other essential and 
customary procedures. 

The argument was also put forward 
that auditors who are not members of 
an Institute of Chartered Accountants 
will not attend at stock-taking. This, 
however, is not an argument to be 
seriously entertained by chartered ac- 
countants. We are leaders, not fol- 
lowers, in setting auditing standards. 
Another common objection is the 


practical difficulty of checking inven- 


tories. An_ ineffective attendance 
could result in a loss of prestige with 
clients. This argument has been effec- 
tively answered in the United States. 
There is no excuse for delaying fur- 
ther while we debate it again. 

Some auditors seem afraid that they 
will be accused of trying to increase 
their own business by insisting on an 
additional procedure. They should 
be more in fear of being accused of 
being derelict in their duty by sign- 
ing balance sheets on which they 
have failed to check the most signif- 
icant item! We must have confidence 
in ourselves. We must live up to our 
general reputation for putting the 
interests of the public first. 

As a profession with a future ahead 
of us, let us cease to procrastinate and 
do what obviously must be done. Let 
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us spend our time pursuing new op- 
portunities to be of constructive help 
to clients. 


THE MECHANICS OF WRITING 

Perhaps you have been intending 
to write an article for The Canadian 
Chartered Accountant; your contribu- 
tion would be welcomed by the edi- 
tor. If you are experiencing the usual 
difficulty in getting started perhaps an 
outline of the procedure for writing 
this column would be of interest. 

Once the topic is chosen, enough 
material must be assembled to pro- 
vide the content of the column. Then 
several weeks usually elapse during 
which I think about the column, con- 
sider the approach and the various as- 
pects to be covered. Some of this 
reflection is probably done sub- 
consciously. The next step is to dic- 
tate the first draft. As the main in- 
tention is to get all the thoughts re- 
corded rapidly, I do not bother yet 
about choice of words or composition. 

The next step is the most difficult. 
The preliminary draft has to be re- 
written and in the process the ma- 
terial arranged in the proper sequence, 
redundant items removed and any 
gaps filled in. 

Several copies of this draft are cir- 
culated to Practioners Forum panel 
members and other experts for their 
comments. Upon receiving these com- 
ments, the column is carefully re- 
written. At this point attention is 
given to the length of the material. 

Then comes the final typing. This 
is read over carefully and minor cor- 
rections made in pencil. 

Some such outline is followed by 
most people who write regularly. 





Tax Review 


HIGHLIGHTS OF THE NEW ESTATE 
Tax Acr 


Succession duties were first imposed 
by the Dominion Government in 1941 
and they thus have the distinction of 
being the newest adjunct to our fed- 
eral tax structure even though suc- 
cession duties or estate taxes appear 
to be one of the oldest known forms 
of taxation. Death duties were first 
imposed in Canada in the year 1892 
when four provinces, Ontario, Que- 
bec, New Brunswick and Nova 
Scotia, introduced succession duty 
legislation embodying two distinct 
general forms of tax on property pass- 
ing at death, one of them being an es- 
tate tax and the other a succession 
duty. 

An estate tax is a tax upon the 
value of property passing at the time 
of death and is imposed upon and 
becomes a liability of the estate. A 
succession duty, on the other hand, 
recognizes the theory of “ability to 
pay” and imposes a tax, at differing 
levels, upon the amount received by 
particular beneficiaries. In theory, 
the beneficiary is liable for the tax 
instead of the estate. 

The death duty legislation intro- 
duced by the provinces in 1892 by 
mixing these two distinct concepts 
produced a hybrid tax which has, 
from time to time, caused serious 
constitutional problems. 

Regardless of the type of tax, dif- 
ficult problems will often arise be- 
cause of the nature and situs of assets 
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in an estate and the beneficiaries to 
whom they are bequeathed. Depend- 
ing on where the deceased was dom- 
iciled at the time of death, the loca- 
tion of his assets and where his heirs 
reside, often several jurisdictions will 
compete for a share of the spoils and 
create exasperating difficulties which 
are not usually encountered in other 
tax areas. 


These problems were eventually 
alleviated by reciprocal tax agree- 
ments between the provinces and a 
constitutional definition of the rights 
of the provinces themselves, which in 
the field of taxation is limited to 
“direct taxation within the province”. 
Significantly, the provinces were held 
to be free to impose death duties as 
long as the liability rested upon the 
beneficiary and not the executor. It 
was also established that they could 
tax any form of property situated in 
the province and could tax property 
located outside the province where 
both the decedent and beneficiary 
were domiciled or resident within the 
province. Furthermore, it was held 
that the provinces could, although 
they have not yet so chosen, impose a 
tax upon the receipt of a benefit from 
outside the province by a person resi- 
dent in the province. 


These jurisdictional difficulties were 
further compounded in 1941 when 
the federal government introduced 
the Dominion Succession Duty Act. 
Although this Act was similar in prin- 
ciple to the various provincial Acts, 
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differences did exist which increased 
both the woes and the tax liabilities of 
the wealthy. The revenue derived from 
this source was not substantial and it 
may have been felt that the govern- 
ment should have given up this field 
of taxation after the end of the war. 
However, the information about a 
taxpayer's affairs which is divulged on 
filing a succession duty return is such 
an effective deterrent to income tax 
evasion that this, and not the loss of 
revenue, was one of the more im- 
portant reasons for not repealing the 
Succession Duty Act. 


Double taxation problems practical- 
ly disappeared with the introduc- 
tion of the Federal-Provincial Tax 
Sharing Agreements Act under which 
all the provinces except Quebec and 
Ontario agreed to suspend the collec- 
tion of succession duties. However, 


with the passage of time and the ac- 


cumulation of experience, it became 
increasingly obvious that the several 
Succession Duty Acts, good as they 
may have been originally, were in 
need of repair. Despite apparent 
satisfaction by the provinces with the 
status quo, the federal government 
indicated several years ago that new 
death duty legislation was being 
drafted which has now resulted in the 
Estate Tax Act. 


This new act replaces the old 
Succession Duty Act and is an en- 
tirely new statute which imposes a 
tax upon estates pure and simple. It 
is, for the most part, well drawn up, 
logical in design and not overly ob- 
scure. It follows the general pattern 
of the Income Tax Act which, despite 
protests to the contrary, is a well con- 
ceived statute. It does suffer, how- 
ever, from one important shortcoming 
in that it is sterile; that is to say, it 
cannot give birth to new provincial 
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legislation as the federal Income Tax 
Act has done. This is so because it is 
an indirect tax imposed upon a legal 
fiction — the estate. As no tax is im- 
posed upon the beneficiaries, although 
they indirectly pay it, the provinces 
are constitutionally unable to intro- 
duce similar legislation. Consequent- 
ly there seems little hope that at some 
future time all Canadian estates will 
be taxed equally. 


Another fault, common to Acts of 
this type, is that the tax imposed must 
be paid in cash whereas the assets 
upon which the tax is assessed may 
not be readily convertible into cash. 
This can have serious consequences 
and force distress sales, often to non- 
residents. While the valuation of the 
assets at the date of death may be as 
fair as possible, a subsequent distress 
sale or other economic conditions 
combined with a top rate of 54% may 
result in outright confiscation. Per- 
haps a solution to the problems of 
meeting succession duty assessments 
and fair valuations would be to per- 
mit the payment of estate taxes in 
kind rather than cash, using values 
established for estate tax purposes. 
Unfortunately, the government would 
probably view such a proposal as un- 
kind. 


As for the new Act itself, section 2 
states simply that a tax shall be paid 
upon the aggregate taxable value of 
all property passing upon the death of 
every person domiciled in Canada at 
the time of his death. While the con- 
cept of domicile has been carried for- 
ward from the old Act, there are some 
who claim that the term “resident” 
should have been used, as in the In- 
come Tax Act, because the law of 
domicile is apparently one of the 
vaguest and most complicated con- 
ceptions in our law. Residency on the 
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other hand is much simpler and easier 
to define. 

Every person has a domicile of 
origin but may with care establish a 
domicile of choice. To do so, how- 
ever, requires very close attention to 
one’s conduct and intentions. Domi- 
cile of origin is not unlike a bad 
habit, it is both difficult to change 
and to show that it has been changed. 


With respect to persons domiciled 
outside of Canada at the date of 
death, the new Act merely imposes a 
flat rate of tax of 15% upon all prop- 
erty situated in Canada. Originally, it 
was proposed that no deduction could 
be made for debts and encumbrances 
related thereto. Fortunately, after 


strong protests, such debts and en- 
cumbrances may now be deducted 
if they are actually secured by or 
charged upon the property. 


Section 3 of the new Act defines 
what must be included in aggregate 
net value. It provides that all prop- 
erty, wherever situated, must be in- 
cluded and then goes on to list 17 
different instances in which property 
is considered to fall into an estate, 
much as the old Act did. However 
there are a number of changes. For 
instance, real estate situated abroad 
will no longer escape taxation, which 
seems equitable, as do most of the 
other changes noted below. 

With respect to property held joint- 
ly, the old Act provided that the full 
amount minus the part that was 
contributed by the survivor had to be 
included. This meant that if a hus- 
band purchased a home in the joint 
names of his wife and himself and 
contributed the entire cost of the 
property, the full value would be tax- 
able on his death notwithstanding 
the general rule of law that only 50% 
of the property: passed to the wife by 
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survivorship. Unfortunately, the In- 
come Tax Act imposed a gift tax upon 
such transactions and the situation 
arose where the wife’s interest was 
treated as a gift under the Income 
Tax Act and as having never been 
made under the old Succession Duty 
Act. The new Act corrects this situa- 
tion by including only the beneficial 
interest of the deceased in the joint 
tenancy. 

Where property has been disposed 
of by the deceased under an ar- 
rangement whereby he receives an 
annuity for life (except from a pro- 
fessional vendor of annuities), such 
property will be included in the es- 
state if the annual annuity is less than 
5% of the value of the property. This 
provision is subject to some very 
technical rules which require close 
examination. 

Under the old Act, superannua- 
tion or pension benefits payable out 
of pension funds were included in the 
estate of the deceased. This has now 
been extended to death benefits pay- 
able out of such plans. In addition, 
the new Act provides for the inclusion 
in the estate of the deceased of any 
amounts paid by his employer vol- 
untarily in recognition of services 
rendered. Under the old Act, unen- 
forceable understandings or volun- 
tary payments made by an employer 
to the widow or other dependant of 
the deceased were not included, and 
thus one more small mercy disap- 
pears. While it might be fair to argue 
that death benefits and voluntary pay- 
ments received from an employer are 
as much a part of the deceased’s es- 
tate as any other assets or contractual 
obligations, it is nevertheless true that 
great inequities arise in that the pay- 
ments are also subject to income tax. 
In fact, it is conceivable, in the case 
of wealthy individuals, that the com- 
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bined income and estate taxes on 
such payments will exceed the total 
amount received, a truly monstrous 
situation. 


Under the old Succession Duty Act, 
the proceeds of life insurance policies 
were included in the estate if the 
deceased or his personal corporation 
paid the premiums. The new Act 
simply provides that life insurance 
policy proceeds will be taxable in the 
estate only if the deceased was the 
owner or part owner of the policy or 
controlled it through a corporation 
controlled by him. This concept 
of controlled corporation is brand new 
and effectively blocks the old loop- 
hole where insurance proceeds re- 
ceived by a corporation and not pay- 
able to the deceased or his benefici- 
ary escaped death duties. Henceforth, 
if the proceeds are payable to the 


spouse, child or estate of the deceased, 


the full amount will be taxable. On 
the other hand, if the proceeds are 
payable to the corporation, only the 
excess of the proceeds over the busi- 
ness income of the corporation for the 
last five years will be treated as being 
part of the estate. It is provided, how- 
ever, in section 32 that the value of 
the shares owned by the deceased shall 
not be increased by the amount of the 
insurance proceeds. A deceased per- 
son is deemed by the new bill to be 
the owner of a life insurance policy if 
he had general power during his life- 
time to change the beneficiary, pledge 
the policy, borrow money on the 
security of it, cancel or surrender the 
policy or assign it to any person. 


Another new addition to the Act 
concerns debts or rights owing to the 
deceased that have been extinguished 
or allowed to lapse. The new Act pro- 
vides that the extinguishment or for- 
giveness of a debt shall operate as an 
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immediate gift inter vivos and thus, 
if made within three years of death, 
will be subject to tax. Where a debt 
is allowed to lapse by virtue of the 
statute of limitations or any other 
such Act, it too shall be treated as a 
gift inter vivos provided that the de- 
ceased and the debtor were not at 
the time dealing at arm’s length. 


There are, of course, certain other 
minor provisions in the new Act 
which serve to tighten up or close any 
minor loopholes which previously 
existed and make the new Act all 
embracing. One of these, for instance, 
provides that a disposition made by a 
controlled corporation of the deceased 
shall be deemed to have been made 
by the deceased himself if made to a 
person related to the deceased. All 
in all, it would seem that the area 
for tax avoidance has been consider- 
ably reduced and the matter of es- 
tate planning should now be less con- 
cerned with complicated and un- 
orthodox arrangements. However, as 
experience with the new Act accumu- 
lates, it is inevitable that imaginative 
taxpayers will detect certain weak- 
nesses which may be used to advan- 
tage. At present, however, many old 
favourites have disappeared. In fact, 
the Act is so stringent that provisions 
had to be inserted which provide that, 
in spite of section 3, property for 
which the deceased had received 
valuable consideration will not be in- 
cluded unless the property is not 
transferable until after death. 


Once the net value of the estate is 
determined, certain deductions or ex- 
emptions are allowed in order to 
arrive at the aggegate taxable value 
to which the rates of estate tax are 
applied. The exemptions or allow- 
ances are as follows: 


a) $60,000 in the case of a male 
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person survived by a spouse. 


b) $60,000 in the case of a female 
person survived by a spouse and 
a child, both of whom were in- 
firm. A child under 21 years of 
age will, for the purpose of this 
particular provision, be regarded 
as being infirm. 


c) $40,000 in any other case. 


In addition to the foregoing, an allow- 
ance of $10,000 for each surviving 
child who is under 21 years of age or 
infirm is permitted where the initial 
allowance is $60,000. In cases where 
the initial allowance is only $40,000, 
an amount of $15,000 instead of $10,- 
000 is allowed provided that there is 
no surviving spouse. Also permitted 
as deductions are gifts made to 
charitable organizations, etc., to the 
extent that the property or funds are 
included in aggregate net value. 


Section 8, the all important section, 
prescribes a single schedule of rates 
to be used in the computation of the 
tax. The old Act prescribed five sep- 
arate sets of rates intended to take 
into account differences in the amount 
of the estate, the relationship of the 
successor to the deceased and the 
amount of the bequest. The new rates 
range from 10% on the first $5,000 up 
to a maximum of 54% on taxable 
amounts in excess of $2 million. 
Comparisons are somewhat difficult, 
but the following examples will illus- 
trate the effect of the new rates, as- 
suming that provincial duties are not 
exigible: 


Estate passing outright 


to widow — New Old 

SP TRINO ike ctiacu es 1,800 6,500 
io | ee 16,800 26,900 
PONOOU! 9 os id sieei cs 116,300 157,000 
betes! classe ise 305,300 379,300 
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Income for life to widow, 


capital to two children— New Old 
ee a re 500 4,800 
SIO as odie hinlecé ys 14,600 18,000 
SOU O00 ons secs 113,000 122,500 
I) M5 So. eee 301,100 322,200 


From the foregoing, it is obvious 
that the tax under the new Estate Tax 
Act will always be less than under the 
old Succession Duty Act if the taxable 
value is the same. Where the estate 
is subject to provincial duties, the 
savings are reduced by approximately 
one-half and, as a result of the closing 
of certain loopholes and thus increas- 
ing the taxable value, it may be found 
that total taxes are not significantly 
different. 

From the gross tax there may be 
deducted gift taxes, provincial taxes 
and foreign taxes as prescribed by 
section 9. The gift tax deduction is 
the same as under the old Act and the 
foreign tax credit is substantially the 
same except that it applies to all 
foreign countries rather than ex- 
clusively those with which Canada 
has a Succession Duty Convention. 
The provincial abatement is fixed at 
one-half the federal tax applicable 
to certain property and _ ignores 
whether or not provincial duties have 
been paid. The property which quali- 
fies for the tax abatement is all prop- 
erty situated in Quebec and Ontario 
as well as foreign property other than 
real estate if the deceased and the 
beneficiary are both resident in the 
prescribed provinces. If property is 
owned by the deceased which is sit- 
uated in some other province in Can- 
ada and this property passes to per- 
sons resident in Ontario or Quebec, 
provincial succession duties will be 
exigible if the deceased was also 
domiciled therein. No federal tax 
credit, however, would be allowed in 
connection with such property. It 
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seems unreasonable and in fact in- 
equitable to differentiate in this way 
between property situate outside 
Canada and property situate in Can- 
ada but not in a prescribed province. 


Division F contains special rules to 
be applied in determining value and 
provides that no deduction or allow- 
ance shall be made for or on account 
of income tax. This is one of the 
points to which many taxpayers take 
exception. Everyone except the gov- 
ernment seems agreed that where an 
asset in an estate is subject to income 
tax on distribution, it is not worth 
one hundred cents on the dollar. One 
has only to attempt to sell the shares 
of a private company with a large 
earned surplus to appreciate the truth 
of this. 

As under the old Act, listed se- 
curities are to be valued according to 
stock market or other quotations but 
a new section provides that such 
valuations will not be permitted in the 
case of shares of corporations con- 
trolled by the deceased, or by the de- 
ceased and other persons not dealing 
with him at arm’s length. No longer 
can an individual let the public in for 
10% of his business and then arrange 
to keep the market value low. 


Another important aspect of the Act 
concerns the situs of property. Situs 
must be determined for the provincial 
tax abatement and also for the pur- 
pose of determining what property 
belonging to non-residents is located 
in Canada. For both non-resident and 
provincial purposes, immovable prop- 
erty, tangible movable property and 
bank accounts shall be situated in the 
place where they are actually located. 
Insurance deposits or proceeds, super- 
annuation, pension or death benefits, 
are situated in the place where the 
deceased was domiciled. Business 
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assets are situated where the business 
is principally carried on. 

Debts owing to the deceased are 
deemed to be property situated in the 
place where the debtor was ordin- 
arily resident. However, if the debtor 
is a corporation, it is located in the 
country where the company is incor- 
porated or, if incorporated in Canada, 
at the place where the head office 
is situated. This can lead to unfor- 
tunate results in that an amount may 
be owing by the Quebec branch of a 
company to an individual domiciled 
in Quebec who would be subject to 
provincial duties upon the debt but 
could not claim a provincial abate- 
ment from the federal tax if the 
head office of the company were 
located in any province but Quebec 
or Ontario. 

Municipal or government bonds or 
debentures are situated where the 
certificates are located if in bearer 
form. If the bonds are registered, 
they are situated where the certif- 
icates are located for provincial abate- 
ment purposes but, for non-resident 
purposes, are situated where they 
were registered. 

Bonds and debentures of corpora- 
tions are also situated in the place 
where the certificates are located for 
provincial abatement purposes but 
are situated in the country of incor- 
poration for non-resident purposes. 
In the case of shares and stocks, the 
situs is the place of incorporation 
for non-resident purposes but in the 
province of domicile for provincial 
purposes if a register is maintained 
therein. If no register is maintained 
in the province, the shares will be 
held to be situated at the place 
where the nearest register is kept. 


It is axiomatic that the federal gov- 
ernment; having unfettered legislative 
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power, can fix the situs of property as stocks which can be dealt with on 
it pleases. However, it would seem almost any stock exchange, it is sub- 
sensible to recognize the fact that the mitted that the federal government 
provinces will also determine situs should have allowed the old rules to 
and will do so according to the es- stand or, in the alternative, permitted 
tablished cases on the subject. Even a provincial tax abatement in respect 
though some of the situs rules are im- of property deemed to be situated by 
practical and out of date, especially the provinces in either Quebec or 
in connection with shares, bonds and Ontario. 


Recession: U.S. and Canada 


A comparison of the economic recessions in Canada and the United 
States is extremely interesting. As background it should be recalled that 
Canadian recessions have usually been similarly timed but slightly smaller. 
In this recession the downturn in Canada occurred in March of 1957, whereas 
the American downtum is being dated as July. Both the raw and sea- 
sonally-adjusted data show that the increase in the proportion of the labour 
force unemployed was higher in Canada; in March of 1958, after adjustment 
for seasonal factors, about 6.2% of the Canadian labour force was without 
jobs and seeking work; the comparable figure for the United States was 
less than 5%. Even this comparison must be interpreted carefully, as growth 
in the Canadian labour force has been more rapid than that of the American; 
the actual decline in non-agricultural employment from the business cycle 
peak until March of 1958 was greater in the United States (roughly 4%) 
than in Canada (less than 2%), both on a seasonally adjusted basis. Turning 
to the index of industrial production, on a seasonally adjusted basis, the 
U.S. index was almost 12% lower in March 1958 than at the peak of the 
cycle, whereas the Canadian index was less than 4% lower in March than 
at its previous peak. The decline in construction activity also has been 
smaller in Canada. These fragments of data suggest that once again Canada 
may experience a smaller recession than that in the United States; if the 
Canadian recession does turn out to be so, it may still be viewed as an 
exceptional experience, for the boom in Canada was clearly much larger 


than that in the United States. 
—The Canadian Banker, Summer 1958 
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PROBLEM 1 
Intermediate Examination, October 1957 
Accounting II, Question 4 (20 marks) 


The following summary of the post-closing balances in the general ledger 


accounts has been prepared by the accountant of X Co. Ltd.: 
Increase 


December 31 or 
DEBITS 1956 1955 (Decrease ) 
Accounts receivable ............... $ 51,500 $ 40,900 $ 10,600 
Bond discount ea ila redne 2,500 3,000 (500) 
Buildings 115,000 100,000 15,000 
Cash 2,500 7,500 (5,000) 
Finished goods inventory ...... 25,000 19,000 6,000 
Patents and goodwill 14,000 26,000 (12,000) 
Investment in ABC Co. Ltd. (controlling interest) 20,000 20,000 _ 
Marketable securities 85,000 50,000 (15,000) 
12,500 10,000 2,500 
Machinery 79,500 75,000 4,500 


Raw material inventory 17,000 


$368,400 


CREDITS 

Accounts payable 
Accrued bond interest 
Accrued salaries and wages 
Accumulated depreciation 
Allowance for doubtful accounts 
Bank loan 
Preferred stock: 4%, par value $50, each share 

convertible into four shares 

of common stock 40,100 
Preferred stock: 5% par value $100, redeemable 

at par 20,000 (30,000) 
Common stock, par value $10 77,600 27,600 
ENS AU SN HN os gn ao bse ce ewe oes bars 12,000 2,000 
Earned surplus 23,900 (42,750) 
First mortgage bonds 50,000 (10,000) 
Contributed surplus 17,650 5,650 
Surplus on redemption of 5% preferred stock .... 30,000 30,000 


$376,500 $ 8,100 












(ii) 







(ii 







(iv) 







(v) 







(vi) 
( vii ) 


( viii ) 










Required: 
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The following additional information is available: 
(i) Net profit shown on statement of profit and loss, $4,750, includes 


a profit of $350 from the sale of government bonds. 

No dividends were declared during the year but the company 
received a cash dividend of $2,000 from its subsidiary, which was 
credited to earned surplus. 

Machinery which cost $15,000 and on which the accumulated 
depreciation amounted to $6,000 was sold during the year. The 
loss on disposal of $7,500 was charged against earned surplus. 
X Co. Ltd. borrowed $10,000 from its subsidiary in 1955 to be 
repaid in 1960. Under the terms of a loan agreement, any addi- 
tional borrowings over and above $10,000 are to be repaid 
within one year. ° 

The entire goodwill was written off against earned surplus in 
1956. The patents had a remaining life of eight years on Decem- 
ber 31, 1955, and are being written off over this period. 

The holders of 65 4% preferred shares exercised the conversion 
privilege during the year. 

2,500 common shares were issued during the year at a premium 
of $2 per share. 

The company redeemed 300 5% preferred shares during the year 
and transferred $30,000 from earned surplus to “Surplus on re- 
demption of 5% preferred stock”. 


A statement of source and application of funds for the year ended 
December 31, 1956, and a schedule of changes in working capital. 


A SOLUTION 
X CO. LTD. 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for year ended December 31, 1956 





Funds Provided 
From profits: 
Net profit for the year ................ $ 4,750 
Plus expenses not requiring a cash outlay — 
RONNNENENEIR 5a 5.55 nest albus a <9. 9s $ 10,400 
ge a a rr ee 500 $ 10,900 
$ 15,650 
Dividends received from subsidiary ..... 2,000 
Bes en NIE. Lh oh Ss eo 1,500 
Sale of common stock ... 30,000 $ 49,150 
Funds Applied 
Purchase of land ............ rivet $ 2,500 
Purchase of machinery .......... 19,500 
Purchase of buildings ........... ba 15,000 
Redemption of mortgage bonds .......... 10,000 
Redemption of preferred shares ............ 30,000 77,000 


Net decrease in working capital ......... $ 27,850 
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X CO. LTD. 


SCHEDULE OF CHANGES IN WORKING CAPITAL 


for year ended December 31, 1956 


Changes in 


























Balance Balance Working Capital 
Dec. 31, 1956 Dec. 31, 1955 Increase Decrease 
Current Assets: 
NOUR Na ea Ns 98 fad wien cs $ 2,500 $ 7,500 $ 5,000 
Accounts receivable — net ....... 46,300 35,900 $ 10,400 
Raw material inventory .......... 19,000 17,000 2,000 
Finished goods inventory ........ 25,000 19,000 6,000 
Investments in Dominion of 
Canada bonds ........... 35,000 50,000 15,000 
Total current assets ............. $127,800 $129,400 
———— i |. © 
Accounts payable ............... $ 51,650 $ 37,500 14,150 
Accrued bond interest ........... 750 900 150 
Accrued salaries and wages ...... 750 500 250 
EIN oS sc bis cia he tis 25,000 15,000 10,000 
Current portion of liability 
ADC Go. ttd ............ 2,000 — 2,000 
Total current liabilities ...... - $ 80,150 $ 53,900 
Working capital .................. $ 47,650 $ 75,500 
Decrease in working capital ......... 27,850 
$ 46,400 $ 46,400 
PROBLEM 2 


Final Examination, October 1957 
Accounting III, Question 1 (20 marks) 


G Collection Agency Ltd. collects doubtful accounts for its clients for a 
commission calculated on a percentage basis. The clients are divided into two 
groups: 

(i) Large distributing companies which submit a substantial number of 
doubtful accounts for collection every month — charged 25% com- 
mission on amounts collected. 

(ii) Sundry other clients — charged from 30% to 50% commission on 
amounts collected depending on individual agreements. 

The first group of clients make up approximately 80% of dollar value of 
business. Every month these clients submit lists of defaulting accounts. G. 
Collection Agency Ltd. collects the claims, forwards the amounts collected to 
the clients, and submits a bill for collection commission. The clients then pay 
G Collection Agency Ltd. its fees. 





f 





STUDENTS DEPARTMENT 463 


Business coming from the latter group of clients is usually received over 
the telephone or by letter. G Collection Agency Ltd. deducts its commission 
from amounts collected and remits the net amount to the clients. 

Upon receipt of an account for collection, it becomes known as a claim. 
Most of the claims are paid by debtors after the first or second call by the 
agency’s collectors, but sometimes, after consulting with the client, court 
action has to be taken. In such cases, the client is asked to advance money to 
cover court costs. The costs expended are added to the claim if judgment 
is secured and refunded to the client when settlement of the judgment is 
made. 


Required: 
Describe an accounting system which will adequately ensure: 
(i) Control over claims submitted by clients, and 
(ii) Proper recording of collection commission revenue and of clients’ 
accounts. 


A SOLUTION 
G COLLECTION AGENCY LTD. 
(i) Accounting system to ensure control over claims submitted by clients 


(1) Clients’ cards. A card will be made up for each client with space pro- 
vided to record the name of the debtor each time a claim is received. 

(2) Debtors’ cards. A card will be made up for each debtor and cross-refer- 
enced with the client’s card by showing the name of the client who 
submitted the claim. It will also show the number assigned to the claim 
on the collection file described below. 

(3) Collection files, which are opened numerically. Each claim received 
is assigned its own number. 

After a claim is collected and paid to the client, a column on the client’s 
card as well as on the debtor’s card is stamped “paid” and the collection file 
is closed and stored away for a number of years for reference in case other 
claims against the same debtor are received. The client’s card will show at a 
glance the percentage of claims which have been collected or in other ways 
disposed of. 


(ii) Accounting system to ensure recording of collection of commission 
revenue and clients’ accounts 


(a) Large distributing companies 

(1) Money collected on claims submitted will be deposited in a special 
bank account for clients. This money must not be confused with the 
agency’s own funds as it is in effect held in trust for the client. 

(2) The offsetting credit for amounts deposited in the bank account for 
clients will be posted to an “Accounts payable clients’ ledger”, which 
is controlled by an account in the general ledger. 

(3) In remitting the money collected, the agency may use a triplicate 
cheque form which enables it to send the original to the client and 
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to keep one copy for the collection file and one copy for bookkeeping 
purposes. 

(4) The bookkeeping copy of the cheque will be used to originate the 
invoice to the client for collecting commission. The invoice will 
show the name of the debtor, the amount collected, and the 25% 
commission charged. A copy of each invoice should be put in the 
collection file and another copy retained for bookkeeping purposes. 

(5) The bookkeeping copy of the invoice will be entered in a journal and 
from there posted to an accounts receivable ledger for clients, 
which is controlled in the general ledger. 

(6) The clients will be sent periodical statements of account which 
give details of invoice numbers and amounts. 

(7) The total of the invoices entered in the journal will be posted 
monthly to the credit of “Commission on collection” account. 


(b) Sundry other clients 


(1) The client’s card will show the rate of commission agreed on between 
the agency and the particular client. 

(2) Money collected on claims will be deposited in a clients’ bank ac- 
count as outlined above, but remittances will be made out of this 
account in the net amount only after deducting agency commission. 
The cheque will show details of the gross amount, the commission, 
and the net amount. The cheque will be entered in the cash pay- 
ments book with the gross amount debited to Accounts payable — 
clients’ ledger, and the commission credited to Commission on 
collection account. Once a month a transfer will be made in the 
amount of these commissions from the clients’ bank account to the 
agency regular bank account. The special bank account must be 
reconciled at the close of each accounting period to ensure that all 
money received has been accounted for. 


(c) Court costs 


Court costs advanced by a client will be credited to “Advance court 
costs” account and a subsidiary record will be maintained with an 
account for each client affected. As court costs are incurred, they will 
be charged to this control account (and to the client’s account in the sub- 
sidiary record of court costs). Money collected for court costs when 
settlement of a judgment is made will be credited to “Accounts payable 
— clients’ ledger”. If judgment is secured, the court costs are noted 
on the debtor’s card and cross-referenced to the client’s card. 


Examiner's Comments 
Many candidates prejudiced their answers by describing a complete system of in- 
ternal control for cash receipts and disbursements. 
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. Note all goods packaged for shipment to customers. Check memorandum 


PROBLEM 3 
Final Examination, October 1957 
Auditing I, Question 7 (18 marks) 


(12 marks) (a) Where attendance at the physical stocktaking of a client’s 


year-end inventories has been decided upon, list the pro- 
cedures that the auditor would undertake in connection 
therewith. 


(6 marks) (b) In order to form an opinion on inventories included in the 


financial statements, what procedures should the auditor 
undertake in addition to those specifically related to his 
attendance at the physical stocktaking? 


A SOLUTION 


(a) Audit procedures where attendance at physical stocktaking has been 


decided upon 


. Review in advance of the actual stocktaking the client’s program for 


stocktaking, including the proposed methods of handling, weighing, 
counting, and measuring. Ascertain that: 
(i) The count will be made at a logical time. 
(ii) The count will be made by trustworthy employees who are familiar 
with the stock of the company. 
(iii) The proposed allocation of duties will eliminate the possibility of 
stock being overlooked or counted twice. 
(iv) The count will be recorded and articles tagged or marked as counted 
on completion of the count of each item. 
(v) Proper provision has been made for goods on consignment and for 
goods sold but not shipped. 


. Obtain a list of all locations of goods on hand. 
. Arrange for a trustworthy employee to accompany the attending auditor 


in his review of the counting. 


. During attendance at the stocktaking ascertain that the client’s program 


is actually being carried out. Examine inventory sheets to see that the 
procedures have been initialled by those doing the work. 


. Test count some of the items. (Last year’s inventory sheets may be used 


as a guide to the items likely to be included in the current inventory. ) 
Check record of count later to client’s inventory sheets which are being 
used as a basis for balance sheet verification. Ascertain that no change 
has been made in the quantities as actually counted. 


. Insist on recounting any items for which there is reason to believe the 


count may not have been correct. 


. Note the existence of any goods which may be damaged, or slow-moving, 


or obsolete. 


. Note the numbers of the last receiving report and shipping report. Make 


sure that no shipments before or receipts after the cut-off are included 
in inventory. 










10. 
11. 


12. 
(b) 
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of these goods to copies of sales invoices dated prior to the count. 
Ascertain that goods which have been billed to customers are not in- 
cluded in the count. 

Note quantities and supplier’s name in respect of goods on hand for 
which invoices have not yet been received. 

Record all goods held on consignment, and confirm quantities later with 
the consignor. Ascertain that these goods are not included in the count. 
Determine that stock on hand has been counted at all locations. 


Additional procedures required to form an opinion on inventories 


Test check items recorded on the physical count sheets to the final in- 
ventory sheet. 

Review the method followed in pricing the inventory, and ascertain that 
it is consistent with that of previous years. Determine that in pricing 
the inventory, adequate allowance has been made for slow-moving and 
obsolete stock. 

Test check the pricing of the larger items in the inventory. 

Test check the arithmetic of the dollar amounts of individual inventory 
items. 

Add the final inventory sheets completely. 

Check the cut-off for purchases and sales. Make sure that liability is set 
up for all items included in inventory and that inventory does not 
include items actually sold to customers. 

Obtain an inventory certificate signed by at least two officials of the client 
company stating that to the best of their knowledge the inventory was 
correctly counted and priced, that it was the property of the company, 
that liability therefor had been recorded, and that there was no lien 
against the inventory. 


PROBLEM 4 
Final Examination, October 1957 
Auditing III, Question 1 (10 marks) 
For each of the following unrelated cases, state whether you believe 


CA’s actions conform with or contravene the rules of professional conduct 
applicable to a chartered accountant. Give reasons in each case to justify 
your answer. 


(a) CA has recently set up a practice on his own account. He sends 
announcements of his establishment of practice to all clients of the 
firm with whom he was formerly employed, as well as to friends 
and acquaintances. 

(b) CA sold his entire practice to another chartered accountant. The 
terms of the agreement of sale provided that CA would hand over 
all his working papers and business correspondence. 

(c) CA expresses an unqualified opinion on the financial statements of 
F Co. Ltd. even though all of the work in this engagement, subject 
to a review by CA, was carried out by one of his employees, who 
was still a student-in-accounts. 
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(d) The management of F Co. Ltd. refused to make certain changes 

in the form of presentation of the company’s financial statements. 

CA felt that such changes were essential to the clarity of expression 
ir and therefore qualified his opinion. 

(e) CA accepts the appointment as shareholder’s auditor of X Co. Ltd. 

One of the terms of the appointment was that the detailed checking 

’ of transactions should be limited to one month, which would be 

determined by the comptroller. 


A SOLUTION 


} Conformity with Rules of Professional Conduct 

(a) This action is technically not a violation of the rules of professional 

| conduct. The ethical restriction relates to the nature of the announce- 
ment. Since it is implied that the nature and form of announcement are 
proper, its distribution is not limited under the ethical code. However, 
ethical considerations should weigh against taking advantage of the letter 
of the code to influence a former employer’s clientele. 

(b) The action is proper. His files and working papers are the property of 
the Chartered Accountant. His clients’ right to a confidential treatment 
of their affairs will be protected by his successor’s obligations to observe 
the code of ethics. 

(c) The action is proper. The work of a student-in-accounts, provided it has 
been supervised by a Chartered Accountant, is an acceptable basis for 
an expression of opinion. The responsibility for the opinion lies with CA. 

(d) The action is proper. If CA believes such changes to be essential, it is 
his duty to qualify his opinion. In general, however, questions of form 
(as contrasted with content) should not be considered as requiring 
qualification unless the effect is to impair clarity to a point where serious 
misunderstanding is probable. If the privilege of qualification is exercised 
with respect to unimportant details, the auditor’s report will tend to 
lose authority and weight. 

(e) The action is improper. To accept an appointment as shareholders’ 
auditor under such a restriction is to deprive the auditor of his essential 
independence. 


Examiner's Comment 
Candidates frequently hedged in their answers, not wishing to commit themselves. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants, and reflect 
the personal views and opinions of the various contributors. They are not designed as 
models for submission to the examiner but rather as such discussion and explanation of 
the problems as will make their study of benefit to the student. Discussion of solutions 
presented is cordially invited. 











Current Reading 


MAGAZINE ARTICLES 
ACCOUNTING 


“THE INFLUENCE OF S.E.C. on Ac- 
COUNTING PRINCIPLES AND PROCEDURES 
AND THE Practice oF AupiTinc” by 
Philip L. Defliese. Conference of Ac- 
countants, The University of Tulsa, 
1958; pp. 65-76 


An impressive list of modifications 
and innovations in auditing proced- 
ures, accounting principles and prac- 
tices, and accountants’ independence 
attributable to the influence of the 
S.E.C. on the practice of accounting 
in the United States is catalogued in 
this article. 


The McKesson case alone, Mr. De- 
fliese reminds us, led to the forma- 
tion of the Committees on Account- 
ing and Auditing Procedure by the 
American Institute of Certified Public 
Accountants. It emphasized the need 
for the selection and election of aud- 
itors by stockholders early in the fiscal 
year, and the need for a thorough re- 
view of internal control. The in- 
dependence of the public accountant 
was strengthened as a result of the 
case, and the responsibility of the 
auditor for the detection of fraud was 
more clearly defined. 


A second S.E.C. case, involving the 
Interstate Hosiery Mills, is cited by 
Mr. Defliese for the changes it effect- 
ed in the review of working papers 
by a principal. The methods and pro- 
cedures then adopted, on the recom- 
mendation of the S.E.C., have become 
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general practice in the United States 
today, he reports. 


“CURRENT TRENDS IN THE MANAGE- 
MENT OF Stock,” The ASA Technical 
Bulletin No. 4; published by the Aus- 
tralian Society of Accountants, April 
1958; 48 pages; 1/6d. 

The three papers comprising this 
technical bulletin provide practical in- 
formation on the management of in- 
ventory. 


The first paper, by an industrial ac- 
countant, deals with the manufactur- 
er’s problems in financing inventory 
requirements, over a predetermined 
period of operations, from available 
funds. In the second paper, the gen- 
eral manager of an Australian com- 
pany details methods of controlling 
inventory in a retail store. The third 
paper is by the partner in charge of 
the management advisory division of 
an Australian accounting firm. He 
outlines the main elements and con- 
cepts involved in the management of 
inventory and the important tech- 
niques for increasing the return from 
funds employed in inventories. 


“THe ADVERTISING BupcEeT” by Frank 
D. Robinson. The Controller, August 
1958, p. 368 et seq. 

The following are recommended 
steps to be taken in setting the adver- 
tising budget of a product line whose 
sales tend to fluctuate with the busi- 
ness cycle: 

1. Assume operations at the top of 
the business cycle and develop the 
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advertising cost level that will pro- 
duce additional sales dollars suf- 
ficient to yield the firm’s required 
rate of marginal contribution to in- 
come on the increased sales dollars 
forecast. 
Determine the probable immedi- 
ate direction of the business cycle. 
3. Estimate the probable level of 
competitors’ advertising activity 
and adjust one’s own budget ac- 
cordingly. In any event, some of 
the budget should be earmarked 
for a programmed or possible 
counter-attack, 
4, Modify the budget in view of the 
direction of the business cycle. 
5. Order the expected benefits of one 
course of action over another from 

“excellent” to “very poor”. 

The author illustrates the applica- 
tion of this technique to a case in 
which the business cycle is assumed 
to be declining and to another in 
which an upswing in the business 
cycle is assumed. 
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“REPORTING TO MANAGEMENT’ by 
W. B. Ruffels. The Australian Ac- 
countant, July 1958, pp. 321-330. 

Reports are a means of determining 
whether a company is succeeding, 
and, if not, why not. But success in 
business operations cannot be deter- 
mined unless there is a measuring 
stick, Accountants should, therefore, 
aim to introduce budgets and stand- 
ards into their reports, and so build 
into their reporting system yardsticks 
approved and recognized by manage- 
ment. 

Management should not be inter- 
ested in costs, but in losses. If the 
costs are essential and unavoidable, 
there is nothing much it can do about 
them. Accounting reports should be 
so constructed that they tell manage- 
ment not what its costs have been, 
but where and how it has lost money. 
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They should do this in such a way 
that they fix responsibility for failure 
to. achieve success, or show where 
success has been achieved. 

Reports that do not produce action 
have largely failed in their purpose. 
To produce the required action, the 
following devices are useful: 

a) Make the report interesting 

b) Keep the report as brief as pos- 
sible 

c) Interpret the results to reveal the 
problems and, where possible, the 
desired action 

d) Follow up the report and discuss 
it with the executive concerned 

e) Reduce the volume of figures re- 
ported on 

f) See that reports are timely — 
promptness in presenting a report 
is more important than a high 
degree of accuracy. 


EQUIPMENT 


“ACCOUNTING BY ELECTRONIC METHODS 
— An IntRopucrory OvuTLineE.” The 
Accountant, July 12, 1958, pp. 40-48. 

The Council of the Institute of 
Chartered Accountants in England 
and Wales has issued these notes on 
accounting by electronic methods in 
order to give its members information 
on the nature of the new equipment 
and the main problems surrounding 
its use. These notes indicate what ap- 
pears capable of being done with a 
computer and the possible implica- 
tions rather than what is currently 
being carried out upon any significant 
scale of general application. They do 
not contain technical explanations of 
the equipment or contain descriptions 
of the equipment produced by differ- 
ent manufacturers. 

The first part of the pamphlet ex- 
plains exactly what E.D.P. is and how 
a digital computer functions. 
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The second part covers the broad 
essential considerations involved in 
converting to E.D.P. These include 
a preliminary study of the pros and 
cons of conversion, a closer study of 
existing systems to simplify and adapt 
them to the computer program, the 
purchasing of equipment and the 
economics of running it, and the 
training and deployment of suitable 
office staff to man and maintain the 
machines. These steps, as the Coun- 
cil points out, constitute a significant 
initial expense additional to the cost 
of the actual installation. 

The third and fourth parts of the 
pamphlet deal respectively with the 
problems of accounting and auditing 
to which intensive mechanization give 
rise. In contemplating the particular 
problems of the auditor, the Council 
stresses that the operation of an 
E.D.P. system makes no difference to 
the responsibilities of an auditor. This 
being so, and remembering that inter- 
mediate records to link prime and 
ultimate information may not always 
be available to assist him in his ex- 
amination, the auditor is urged to be 
a party to the designing of the system 
so that his requirements may be made 
known and allowed for. 


“Cuoosinc Your CoMPuTER” by J. H. 
Goldsmith; The Accountant, June 14, 
1958, pp. 711-716. 


The most important aspect of the 
computer to be considered, writes 
J. H. Goldsmith in this first part of a 
two-part article, is the size and the 
type of store available. This is par- 
ticularly true, he says when a great 
deal of data has to be handled, corre- 
lated and sorted, as in most commer- 
cial transactions. He emphasizes, how- 
ever, that no one aspect of an installa- 
tion can be examined by itself. An 
emphasis on speed of addition, for ex- 
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ample, may have no relevance in a 
complicated program. The limiting 
factor might well be some other cri- 
teria such as the speed with which all 
the data required for the addition 
could be marshalled in the store, the 
size of the store, or the speed of the 
input. 


FINANCE 

“FORECASTING FINANCIAL REQUIRE- 
MENTS” by J. Fred Weston. The Ac- 
counting Review, July 1958, pp. 427- 
440. 

This paper compares the statistical 
correlation method of forecasting 
financial requirements with the tradi- 
tional method of expressing a firm’s 
needs in terms of the number of days’ 
sales tied up in individual balance 
sheet items. 

Regression analysis is shown to fur- 
nish improved projections, especially 
where estimates for five or ten years 
are called for. While neither method 
yields completely dependable results, 
Professor Weston concludes that re- 
gression analysis is accurate to within 
5% to 10% in a large number of cases. 
This accuracy, he points out, depends 
upon the stability of the relationships, 
which, in turn, depends on the nature 
of the business. Finding statistical 
estimates to be a useful first estimate 
of future needs, the author recom- 
mends that they be supplemented by 
engineering analysis, by detailed un- 
derstanding of the operation of the 
company, and by subjective judg- 
ments. 

In sum: although subject to some 
error, regression analysis applied to 
forecasting financial requirements pro- 
vides a useful addition to the ac- 
countant’s box of tools. He can use 
it to increase his contribution in pro- 
viding data for the management and 
control of a business enterprise. 
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INSURANCE 


Life Insurance Fact Book, published 
by the Institute of Life Insurance, 
New York 22, N.Y.; 126 pages. 

This annual publication is a useful 
reference book for those seeking sta- 
tistics and factual information about 
the life insurance business. Carrying 
data through 1957, the current edition 
contains two pages (106 and 107) of 
particular interest to Canadians. 

Life insurance owned by the 7.5 
million Canadian policyholders is said 
to have amounted to $34.8 billion in 
1957. This was equivalent to 146% of 
Canada’s 1957 national income. As in 
the past, Canada continues to have 
the highest ratio of life insurance in 
force to national income of any nation 
for which statistics are available. 

On a per capita basis, life insurance 
ownership in 1957 was $2100 in Can- 
ada compared with the United States 
average of $2700. Approximately 70% 
of Canadian life insurance is in force 
with Canadian life insurance com- 
panies. 

Life insurance purchases in Canada 
in 1957 were $5.3 billion, with or- 
dinary life insurance accounting for 
75% of the total. Benefit payments to 
Canadians were $435 million in 1957, 
which is reported to be a record. 

Since 1950, the distribution of assets 
by Canadian life insurance companies 
has shifted materially: Canadian gov- 
ernment bond holdings declined from 
20% of assets in 1950 to 4% at 
the close of 1957; mortgage holdings 
increased from 18% to 34% of total 
assets over the same period. 


AUDITING 


“RECONSIDERATION OF PERSPECTIVE IN 
PROFESSIONAL AccouNTING” by Wil- 
liam L. Campfield. The Australian 
Accountant, March 1958, pp. 114-117. 
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Maintaining a proper sense of per- 
spective in his work has not been a 
major problem for the independent 
auditor in Canada. Federal and pro- 
vincial legislation designate him as 
the shareholders’ auditor, and it is the 
viewpoint of the shareholder that the 
Canadian auditor customarily adopts. 
In the United States, however, the 
radius of the auditor’s responsibility is 
less clearly defined. As more and 
more economic groups in America 
find their welfare increasingly inter- 
related with that of corporate enter- 
prises, the American auditor has been 
subject to ever increasing pressure to 
subvert his expression of opinion into 
economic sophistry, dictated by the 
divergent interests of various eco- 
nomic groups. Even U.S. textbooks 
in auditing now seem to leave the 
reader in doubt as to whom the aud- 
itor is responsible. Some writers, in- 
deed, tacitly accept the fact that the 
scope of the auditor's liability will 
ultimately be extended to embrace all 
economic groups even where no con- 
tractual relationship, direct or in- 
direct, exists. 


In seeking to find an answer to this 
dilemma, Dr. Campfield discusses two 
possible courses. One, requiring 
greater uniformity in the accumula- 
tion and presentation of financial data, 
he finds unacceptable. Labelling such 
a course “a Machiavellian policy of 
pragmatic expediency”, he warns that 
it would reduce the professional ac- 
countant’s role to one of expressing 
business and economic relationships 
according to the whims and dictates 
of vested interests in society. 


Dr. Campfield would rather see the 
professional accountant exercise inde- 
pendent, professional judgment and 
imaginative, constructive leadership in 
the evaluation and commmunication 
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of economic data. By the proper dis- 
play, analysis, and interpretation of 
such data, he writes, the professional 
accountant can serve owners, man- 
agers, employees, consumers, gov- 
ernment, and the public at large 
equitably without fear or favour. He 
views the total picture as one of bal- 
ancing our responsibilities and pro- 
tecting equally all economic groups 
that have an interest in the operations 
of individual enterprises. 


TAXATION 


“ACCOUNTING RESEARCH BULLETIN No. 
44 (RevisED): DeEcLINING-BALANCE 
DepreciATION’. The Committee on 
Accounting Procedure (1957-1958) of 
the American Institute of Certified 
Public Accountants. 

The American Institute’s Commit- 
tee on Accounting Procedure has re- 
versed its position on the treatment of 
deferred taxes in the accounts where 
depreciation taken in the books is 
different from that taken for tax pur- 
poses. When Accounting Research 
Bulletin No. 44 was first issued 
in October 1954, the committee stated 
that “deferred income taxes need not 
be recognized in the accounts unless 
it is reasonably certain that the reduc- 
tion in taxes during the earlier years 
of use of the declining-balance meth- 
od for tax purposes is merely a defer- 
ment of taxes until a relatively few 
years later, and then only if the 
amounts are clearly material . . .” 

In the revised bulletin, cited above, 
the committee states that when “the 
declining-balance method is adopted 
for income tax purposes but other ap- 
propriate methods are used for finan- 
cial accounting purposes . . . account- 
ing recognition should be given to de- 
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ferred income taxes if the amounts 
thereof are material, except in those 
rare cases .. . where there are special 
circumstances which may make such 
procedure inappropriate. . . .” The 
special cases refered to are confined 
to certain companies subject to rate- 
making by regulatory authorities. 

Commenting editorially, The Jour- 
nal of Accountancy states that the 
committee decided to reconsider its 
position because so many companies 
now use a different method of depre- 
ciation for regular accounting pur- 
poses from that used for tax purposes. 
According to the editorial, the com- 
mittee was even more influenced by 
the argument that despite some uncer- 
tainty as to future tax rates, and 
future income for any particular com- 
pany, failure to provide for deferred 
taxes distorts income more than pro- 
viding for them, even if the amount 
may not be exactly right. As stated 
in the revised bulletin, “Studies of 
published reports and other source 
material have indicated that, where 
material amounts are involved, re- 
cognition of deferred income taxes in 
the general accounts is needed to ob- 
tain an equitable matching of costs 
and revenues and to avoid income dis- 
tortion, even in those cases in which 
the payment of taxes is deferred for a 
relatively long period. . . .” 


BOOKS RECEIVED 


“Audit Office Guide,” Office of the Auditor 
General of Canada; published by The 
Queen’s Printer, Ottawa, 1958; 228 pages; 
$2.50. 

A handbook of references to the reasons 
for various usages and financial safeguards 
that Parliament expects to be respected in 
the administration of the consolidated 
revenue fund and public property. 
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Returning to “La Belle Province” 
for the first time since the combined 
Montreal-Quebec City meeting in 
1952, the annual conference of the 
Canadian Institute of Chartered Ac- 
countants, held at the Queen Eliza- 
beth Hotel in Montreal, from Mon- 
day, September 15 to Wednesday, 
September 17, attracted a record at- 
tendance of 1,700 members and their 
ladies. 


On Monday morning, following a 
brief word of welcome by Howard I. 
Ross, president of the Institute of 
Chartered Accountants of Quebec, the 
members heard the C.I.C.A. presi- 
dent’s report presented by James A. 
de Lalanne. After dealing with In- 
stitute activities of the past year, 
Mr. de Lalanne touched on some of 
the problems in developing recog- 
nized standards of qualification and 
methods in accounting, both at the 
national and international level. He 
declared that, while provincial exam- 
inations for prospective members are 
on a nationally uniform basis, there is 
still need for adjustments and im- 
provements in Canadian procedures to 
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come into line with modern condi- 
tions. 


Urging that efforts be made to 
formulate a country-wide, recognized 
definition of “public accountant” and 
the training, practice and ethics re- 
quired, Mr. de Lalanne also suggest- 
ed that the education of accountants 
should perhaps lead up to a university 
degree, such as “Bachelor (or Master ) 
of Public Accounting”, or stipulate 
university graduation before study for 
licensing as a public accountant. 


The need for international co- 
ordination of accounting practice was 
stressed by Andrew Barr, C.P.A., chief 
accountant of the U.S. Securities and 
Exchange Commission in Washington, 
whose address followed that of Mr. 
de Lalanne. Mr. Barr’s paper “The 
Canadian Accounting Profession and 
the S.E.C.” can be found elsewhere 
in this issue, 


Monday morning’s session ended 
with the annual general meeting of 
members, reports of Council and the 
treasurer, election of the auditors 
and introduction of the incoming 
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Robert C. Berry, Toronto, and Marius Laliberte, Quebec City, review their arguments 


with Kenneth F. Byrd, Montreal (chairman) and William H. Gray, Winnipeg and Wil- 
liam F. Martin, Vancouver, on whether a greater part of the C.A. educational program 
should be designed to prepare students for positions in industry. 
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president, John L. Helliwell of Van- 
couver. Also during this meeting, 
Norman Paul Le Blanc was presented 
with the Governor-General’s gold 
medal by R. N. A. Kidd, chairman 
of the Board of Examiners-in-Chief. 


The opening day luncheon had as 
its head table guests a number 
of C.L.C.A. past presidents and com- 
mittee chairmen, representatives of 
the Institute’s permanent staff, con- 
ference speakers, Sir Ian Bolton, 
F.C.A., former president of the Scot- 
tish Institute, A. R. Jennings, presi- 
dent of the American Institute of Cer- 
tified Public Accountants, and the co- 
chairmen of the Quebec Committee 
on Conference Arrangements, Aure- 
lien Noel and Ian Craig. 

On Monday afternoon, the ever- 
widening scope of these conferences 
was reflected in two plenary sessions: 
a panel discussion on the public rela- 
tions of the profession, and a debate 
on the amount of emphasis to be 
placed on industrial subjects in the 
course of study for C.A. students. 
The public relations panel, under 
chairman Leeds Nelson of Montreal, 
had as its members Charles P. Rock- 
wood, director of public relations for 
the American Institute of Certified 
Public Accountants, C. L. King of 
Toronto, James J. Macdonell and 
Lloyd H. Paul, both of Montreal. 
Concentrating on the avenues open 
to individual members to aid the In- 
stitute in its formal public relations 


Aurelien Noel and Ian Craig, co-chairmen 

of the Committee on Arrangements, chat 

with Hon. Paul Sauve, Minister of Welfare 
and Youth for Quebec. 
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For his services to the profession as C.I.C.A. 

director of research, Lawrence G. Macpher- 

son is presented with a sterling silver tray 
by James A. de Lalanne. 


program, the panelists suggested that 
members (a) serve on committees, 
volunteering whenever possible as 
there are never enough candidates for 
the work involved; (b) support their 
Institutes or C.A. clubs; (c) contrib- 
ute articles to The Canadian Char- 
tered Accountant or local newsletters 
if they exist; (d) take an active in- 
terest in their Councils, supporting 
their actions or, if need be, criticizing 
them; (e) talk “C.A.” to schools and 
service clubs; (f) help students in 
their firms as much as possible and 
talk about the profession to executives 
with whom they are in contact, ex- 
plaining the need for high standards; 
(g) be professional in their approach, 
as the prestige of chartered account- 
ancy depends largely on their actions; 
(h) make a point of having Institute 
recruitment and other booklets on 
hand, either for high school or uni- 
versity students who might request an 
interview or for conscientious fathers 
wanting advice on their sons’ careers; 
(i) make themselves available to com- 
munity leaders, bank managers and 
financial editors either for advice or 
help on local projects. 

For the debate, chairman Kenneth 
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F, Byrd of McGill University, had as 
his affirmative team, Marius Laliberte 
of Quebec and Robert C. Berry of To- 
ronto and, as the negative duo, Wil- 
liam H. Gray of Winnipeg and Wil- 
liam F. Martin of Vancouver. Mr. 
Berry pointed out that, at a time when 
such a high percentage of members 
were acquiring positions in industry, 
the course of study did not give suff- 
cient attention to matters of a human 
relations nature. He thought that per- 
haps the course could be revised so 
that the first three years would be 
devoted to auditing and accountancy 
training with the remaining two years 
offering an optional list of subjects 
containing several of an industrial 
nature. Mr. Laliberte said that even 
if no revisions were made in the pres- 
ent course of study, some thought 
could be given to adding a sixth year 
for industrial training. 

For the “negatives”, Mr. Martin in- 
sisted that it was highly impractical 


In the Mayor's Chambers, John L. Helliwell, incoming 
Golden Book, while Howard I. Ross, president of the Quebec Institute, the Mayor, Hon. 
Senator Sarto Fournier, and James A. de Lalanne, outgoing president, look on. 
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to think of extending the course to 
six years and argued that the train- 
ing should not attempt to prepare 
specialists for industry or practice. 


Mr. Gray said the profession should 
find a great deal of comfort in a re- 
cent recommendation to the American 
Institute by one of its committees to 
the effect that it adopt a course of 
accounting studies similar to ours. 


Tuesday morning provided the 
opportunity for members to start on 
a fairly concentrated study running 
over the second and third days of the 
meeting. “Management Controls” was 
the subject of four papers delivered 
by Trevor Moore, vice-president of 
Imperial Oil Ltd.; J. A. Desrochers, 
president of Dow Brewery Limited; 
R. D. Armstrong, vice-president (fi- 
nance) of Canadian National Rail- 
ways; and Roland Chagnon, presi- 
dent of Fred A. Lallemand and Co. 
Limited. The texts of these addresses 


C.1.C.A. president, signs the 
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At the cabaret dinner and dance, 

Howard Ross, J. R. M. Wilson, Mrs. 

Ross, John L. Helliwell, Mrs. Helli- 
well and James A. de Lalanne. 


The Four Partners 
Vernon Turley, Michael McBean, John 
Perry and Phil Aspinal. 


Hotel cleaning 
women, Monique 
(John Miller) and 
Ethel (Bob Kidd), 
give their views on 
the convention. 
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will be published in the December 
issue of this journal. 

Other topics covered in the Tuesday 
morning sessions were accounting and 
auditing research and taxation, these 
being conducted both in French and 
English. Featured speaker at the 
study of taxation was H. Heward 
Stikeman, Q.C., of Montreal whose 
address will also be carried at a 
later date in the magazine. Unable 
to attend the provincial luncheon as 
speaker, Hon. Maurice L. Duplessis, 
Q.C., Prime Minister of Quebec, was 
represented by Hon. Paul E. Sauve, 
Minister of Welfare and Youth. 

On Wednesday morning at the Uni- 
versity of Montreal, members re- 
sumed their “short term” studies of the 
three topics introduced at Tuesday’s 
sessions. Eight simultaneous group 
discussions in English were held on 
various management problems, and 
two French-speaking panels led dis- 
cussions on a number of case studies. 
“The Audit of Inventories” was the 
subject of the research session, while 
R. de Wolfe MacKay, Q.C., in his 
taxation group, dealt with aspects of 
accounting and legal problems con- 
fronting foreign companies carrying 
on business in Canada. 

Following luncheon in the main hall 
of the University of Montreal, mem- 
bers were officially welcomed by 
Monsignor Irenee Lussier, P.D., rec- 
tor of that institution. Lawrence G. 
Macpherson, retiring research director 
of the C.I.C.A., was presented with 
a sterling silver tray by Mr. de La- 
lanne as an expression of the profes- 
sion’s gratitude for his leadership in 
research activities. 

Entering the final phase of the con- 
ference’s technical sessions, Peter 
Wright, Q.C. of Toronto, delivered 
an address titled “Professional Life 
and Status”. 
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This year’s social program con- 
tributed greatly to making the 56th 
annual conference the memorable one 
that it was. On Sunday night there 
was an opening reception in Le 
Grand Salon of the Queen Elizabeth. 

On Monday, while their husbands 
attended the various business sessions 
at the Hotel, the ladies were enter- 
tained at St. Helen’s Island for 
luncheon and a fashion show. That 
evening, they joined their husbands as 
guests of the City of Montreal at an- 
other reception held at the Chalet on 
Mount Royal. They sampled French- 
Canadian cuisine, listened to a gaily 
clad quartet of folk singers and ended 
the party with square dancing. 

Tuesday afternoon, members and 
their wives were given the choice of 
taking a tour of the Montreal end of 
the St. Lawrence Seaway or playing 
golf. More than 800 people went on 
the Seaway bus tour and, upon its 
completion, were guests of Quebec 
Hydro at a reception in the Beauhar- 
nois Power Plant. 

The ladies toured the Laurentians 
on Wednesday, September 17. During 
the all-day trip, coffee breaks were 
taken at Mont Gabriel Lodge and the 
Chantecler, and luncheon was served 
at the Alpine Inn near St. Marguerite. 

As a change from the formal pat- 
tern established on the closing night 
of past conferences, this year’s meet- 
ing ended with a cabaret-style din- 
ner-dance and two floor shows in Le 
Grand Salon. The first floor show 
featured several Montreal C.A.’s 
who staged a series of satirical skits 
and tunes that were as enthusiastical- 
ly received as the professional acts. 

In retrospect, those who attended 
the 56th annual conference could not 
fail to be impressed with the high 
standards of its entertainment as well 
as its technical achievements. 





Mrs. W. G. Leonard, Kingston; Mrs. 

J. R. M. Wilson, Toronto; Mrs. F. A. 

Smith and Mrs. A. H. Nash, Edmon- 
ton; Mrs. W. E. Clarke, Regina. 


A model shows the ladies the new 


skirt length at a fashion show on St. 


Helen’s Island. 


Ladies Committee 


. Arnold Lambert, 
Mrs. Laird Watt, Mrs. 
Alex Archibald, Mrs. 

Howard Ross. 


| Mrs. J. A. Mandall, 

: Mrs. E. P. Hopper, Mrs. 

) J. H. Yates, Mrs. E. W. 

Tinmouth, Mrs. R. E. 

Lambert, all of Mont- 

real; Mrs. W. B. Buck- 
ley, Toronto. 











ONTARIO INSTITUTE 


Telephone Listings: The Public Account- 
ants Council, with the approval of the Coun- 
cil of the Institute, has obtained the approv- 
al of the Bell Telephone Company to a 
single listing for all public accountants in 
the various Ontario directories. The list- 
ing will be “Accountants — Public” which 
will enable the Public Accountants Council 
to take action against anyone listed as a 
public accountant who is not licensed under 
the Act. While the change will have the 
effect of eliminating the listings under vari- 
ous accounting societies, these have become 
so voluminous as to confuse rather than to 
assist the public. The members of the In- 
stitute will still have the opportunity of in- 
dicating their membership by including 
“C.A.” or “Chartered Accountant” after 
their names. 


B.C. INSTITUTE 


Public Speaking Class: 28 chartered ac- 
countants from Greater Vancouver have 
enrolled in the third annual public speaking 
class sponsored by the B.C. Institute’s Pub- 
lic Relations Committee. Dr. F. W. Smith 
is again instructing the class, which meets 
Monday at 4:00 p.m. in the Hotel Georgia 
for 10 consecutive weeks during the fall. 


Awards for Examination Winners: Medalists 
in the primary, intermediate uniform and 
final uniform examinations will henceforth 
receive additional cash awards of $25, $50 
and $100, respectively. 


Vancouver C.A. Club: Alex M. Reid was 
elected president of the 1958-1959 Char- 
tered Accountants Club of Vancouver. Other 
officers are Ed Legg, vice-president; Phil 
Barter, secretary; John Carter, treasurer. 
Jack Richards, sports editor of the Van- 
couver Sun, addressed 130 club members 


INSTITUTE. NOTES 


at the October 6, 1958 luncheon meeting. 
At the luncheon a silver tray was presented 
to Gil Gray, first president of the club. 


Vancouver C.A. Wives: The 1958-1959 pro- 
gram of the Chartered Accountants Wives 
Club opened with a luncheon meeting in 
the York Room of the Hotel Georgia. Guest 
speaker was Dorwin Baird, Vancouver radio 
commentator. 


HAMILTON AND DISTRICT C.A. 
ASSOCIATION 


The Hamilton and District Chartered Ac- 
countants Association held their first dinner 
meeting of the 1958-1959 season at the 
Royal Connaught Hotel, on Tuesday, 
October 7. The meeting featured a panel 
discussion on “Pension Plans and Retirement 
Savings Plans”, with the following parti- 
cipants in the panel: J. A. Edmonstone, 
Canada Trust Company, Hamilton; K. G. 
Brown, C.L.U., of Kenneth G. Brown & 
Association, Hamilton; R. N. Steiner, A. E. 
Ames & Company Limited, Toronto; P. 
O’Donoghue of William Mercer Limited, 
Toronto. 


SAINT JOHN STUDENTS 


The Chartered Accountant Students So- 
ciety of Saint John held its monthly meet- 
ing October 2 at the Admiral Beatty Hotel, 
with David Buckle presiding. The guest 
speaker was E. A. Mowatt, president of the 
New Brunswick Institute. Mr. Mowatt 
spoke on the increased responsibilities of the 
chartered accountant with the growth of 
the capitalistic system and stressed the need 
for better educated and more highly train- 
ed chartered accountant students. The 
talk was followed by a lively discussion. 
I. Bartlett thanked the speaker on behalf 
of the society. 
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Alberta 


H. W. Bliss, C.A. has been appointed 
treasurer and comptroller of Bailey Selburn 
Oil & Gas Ltd., Calgary. 

D. K. McElroy, C.A. announces the re- 
moval of his office to 309 Noble Bldg., 8540 
109 St., Edmonton. 

Nash & Nash, Chartered Accountants, 
Peace River, announce the admission to 
partnership of A. D. Holm, B.Com., C.A. 


British Columbia 
R. G. Wall, C.A. has been appointed 


treasurer of Western Canada Breweries Ltd., 
Vancouver. 

G. H. Mulligan, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 6890 Vivian St., Vancouver 16. 

Power & Bestwick, Chartered Account- 
ants, and McDougall & Lavery, Chartered 
Accountants, announce the formation of a 
partnership. Henceforth their combined 
practices will be carried on under the firm 
name of Power, Bestwick, McDougall & 
Lavery, Chartered Accountants, with offices 
at Orion Bldg., Nanaimo. The partners will 
be W. H. Power, C.A., L. Bestwick, C.A., 
R. McDougall, C.A. and T. M. Lavery, 
C.A. 

Campbell, Imrie & Ashley, Chartered Ac- 
countants, Kelowna and Grand Forks, and 
E. A. Campbell & Co., Chartered Account- 
ants, Penticton, announce the merger of 
their practices. Henceforth the combined 
practices will be carried on under the firm 
name of E. A. Campbell & Co., Char- 
tered Accountants, with E. A. Campbell, 
C.A., G. D. Imrie, C.A. and L. S. Ashley, 
C.A. at Kelowna, and A. George DesBrisay, 
C.A. at Penticton, as resident partners. 


Nova Scotia 

Frank L. Silver, C.A. has been appointed 
comptroller of the construction machinery 
division of Wm. Stairs, Son & Morrow Ltd., 
Halifax. 


Ontario 

William B. Buckley, C.A. and George H. 
Clarke, C.A. announce the formation of a 
partnership for the practice of their profes- 
sion under the firm name of William Buck- 
ley & Co., Chartered Accountants, with 
offices at Ste. 911, 85 Richmond St. W., 
Toronto 1. 

Abe Colman, C.A. announces the removal 
of his office to 465 Wilson Ave., Downsview. 

Howard G. Vickery, C.A. announces the 
opening of an office for the practice of his 
profession at The West Bldg., 34 Queen St. 
W., Brampton. 

Ward, Welch & Co., Chartered Account- 
ants, and Hall, McNair & Co., Chartered 
Accountants, announce the merger of their 
practices. The combined practices will be 
carried on under the firm name of Ward, 
Welch, Hall & McNair, Chartered Account- 
ants, with offices at 6 Hayden St., To- 
ronto. 

Henry Glover & Co., Chartered Account- 
ants, announce the removal of their office to 
Ste. 1108, Sterling Tower Bldg., 372 Bay 
St., Toronto 1. 

Fred W. Rippon, C.A. has been appointed 
chief purchasing agent for Hiram Walker & 
Sons Ltd., Walkerville. 


Saskatchewan 

Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, and T. E. Robinson 
& Co., Chartered Accountants, announce the 
merging of their practices in Regina with 
offices at 1769 Scarth St. 


Continued on page 486 
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NOW READY... 
CANADA'S 
INVESTMENT BUSINESS 


Price $1.75 


@ An up-to-date and comprehensive brochure by 
ten distinguished contributors dealing with the 
trading of stocks, audit of accounts, supervision 
of records and variations in financing of Canadian 
business. 


One of the best booklets on the mysteries of the investment 
business to appear in many moons. — Globe & Mail. 


THE CANADIAN INSTITUTE 


OF CHARTERED ACCOUNTANTS 
69 BLOOR STREET E.TORONTO 5, ONT. 


The Canadian Institute of Chartered Accountants, 
69 Bloor Street East, 


Toronto 5, Ontario. 


Please send me postpaid copies of ''Canada's Investment 


Business" at $1.75 a copy for which I enclose $ 





Continued from page 484 
OBITUARIES 

We announce with regret the death of the 
following members: 

HAMES, KEITH DOUGLAS — from 
complications arising out of an attack of 
poliomyelitis. He was born in Saskatchewan 
in 1934, moving to Calgary in 1947 where 
he completed his elementary and high 
school education. He articled with the firm 
of Collins and Hames from 1952 to 1957 
and was admitted to membership in the Al- 
berta Institute in 1957. He then moved to 
the Income Tax Department where he re- 
mained until his death on August 29, 1958. 


MANN, CHARLES H. G. — at his home 
on September 20, 1958. Born in Brighton, 


England, Mr. Mann was admitted to the 
Saskatchewan Institute in 1922, and in 1945 
affiliated with the B.C. Institute on becom- 
ing a partner of Ismay, Boiston, Dunn & 
Co. in Victoria, B.C. 


RICHARDSON,, CHARLES W. — on 
Friday, October 3, at the age of 64. Mr. 
Richardson was born in Hastings, Sussex, 
England and came to Medicine Hat, Alberta 
with his parents in 1906. Admitted to the 
Alberta Institute in 1941 he became a part- 
ner in the firm of the late Martyn Oliver, 
Medicine Hat and later practised on his own 
account. Two years ago he formed a part- 
nership with Arnold Johnston, C.A. under 
the firm name of Richardson & Johnston, 
Chartered Accountants. 





How more than 2 million Canadians save 


Tune and, Money... 


For Saving Money ... Paying Bills... 


Banking by Mail ... Travel Financing... 
Sending Money Away .. . Safekeeping of 
Valuables ... Operating a Joint Account... 
Obtaining Business Information . . . Buying 
and Selling Securities . . . these are only 
nine of the ways in which Canadians in all 
walks of life use the B of M. 


® BANK” Find out more about the B of M’s many time 


and money saving services. Ask for our booklet: 
“21 Ways 2 Million Canadians use the B of M”. 
FO 2 MILLION CANADIANS 


Bank or MontTREAL 
Canadas First Sank 


SP-411 


There are more than 725 B of M BRANCHES across CANADA to serve you 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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Straightforward letter 


from a small company 
on Underwood SAMAS 
Punched Card Accounting 








Dear Sir, 


Can smaller Companies take advantage of modern Punched Card 
accounting methods? Our experience after nearly 2 years with Samas 
equipment is that they can. 


Our problem was the posting of installment payments received 
from some 35,000 customers, and the preparation of reminder notices 
where these were indicated. With the elimination of hand posting 
to ledger cards, and with the adoption of quick sorting methods, 
and with the use of the mechanical tabulator for the preparation 
of statements, our collection losses have been reduced substantially. 
We are now on top of our problem with a reduced work load and a 
reduction in staff. 

In our particular case, Samas Punched Card accounting has proven 


worthwhile. Service on the equipment has been excellent, and the 
continued assistance of your methods department is greatly appreciated. 












We wish you continued success. 





Yours very truly, 


Me Plante lel. 


Vice-President 












WILL SAMAS SAVE MONEY FOR YOU? 

It costs you nothing to find out. Take 

advantage of this valuable Busimess 2 NAMB .oo.......c.ccscssssssssessnecsnsesnscsnsccnsecsesseseenees 

Operations Study. we 

] Underwood’s Punched Card Specialists 9 Tred... .cessecessesssseeeeeeceeeeeeteneeneeneeneenees 
study your business operations. . 

2 Back at Underwood’s SAMAS Methods =" ADDRESS... ....- ess cssseeseesssssesseccnneennennenneenss 
Division the need is determined. ~. SAMAS PUNCHED CARD DIVISION 

3 Only then, is a proposal made, designed 


to dovetail into your particularre-  Q§PP rw a Fi ‘ 
quirements. Costs, machines, personnel de oOo 
procedures, and expected results are LIMITED 
submitted to you. 


Ask your secretary to mail this coupon: 


I am interested in knowing more about the 
Underwood SAMAS Punched Card System. 




























Head Office: 135 Victoria Street, 
Toronto 1, Ontario. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 


CHARTERED ACCOUNTANT with di- 
versified professional and industrial experi- 
ence available evenings and week-ends. 
Toronto area. Box 825. 


CHARTERED ACCOUNTANT, Jewish, 29, 
desires position with practising firm on 
salary or partnership basis, Toronto. Box 
822. 


CHARTERED ACCOUNTANT, Bachelor 
of Commerce degree, municipal and insur- 
ance experience requires position in Toronto 
area. Box 801. 


C.A. available immediately, twenty years 
in broad accounting, taxation and executive 
work. Would consider partnership in To- 
ronto. Box 826. 


EXECUTIVE ACCOUNTANT: An estab- 
lished distributor of heavy equipment re- 
quires an experienced administrative ac- 
countant to take full charge of accounting 
including statements, tax returns, collections 
and credits. 


(1) Location — Montreal 

(2) Age — 30 to 40 

(3) Qualifications: chartered accountant or 
equivalent in experience with in- 
dustrial business. 

Promotion prospects excellent for young 

man with ability and interest to assume in- 

creasing responsibilities. 

Replies will be held in strict confidence aud 

should contain full particulars of personal 

education and business qualifications. Reply 

to Box 823. 


INTERMEDIATE STUDENT REQUIRED 


for large office in Hamilton. Box 824. 


ACCOUNTANT WANTED: Large pro- 
gressive manufacturing industry located in 
Western Ontario requires recently qualified 
chartered accountant for responsible position 
involving financial and budgetary control. 
Salary in accordance with qualifications and 
excellent prospects. Reply in confidence, 
stating age, qualifications, and salary de- 
sired, to Box 827. 


YOUNG CHARTERED ACCOUNTANT 
with initiative wanted to manage branch 
office in Southern Ontario as resident part- 
ner for a firm of chartered accountants. Box 
829. 


OFFICE SPACE available in Toronto for 
sole practitioner willing to share with an- 
other C.A. firm. Plus other services if 
desired. Box 828. 


RECENT GRADUATES: Are you contem- 
plating entering into public practice? Are 
you ambitious, energetic, and willing to in- 
vest in the growth and development of a 
firm? Have you the capacity to manage 
and operate a branch office? If your answers 
to the above are in the affirmative, write 
in detail of your plans and commitments 
to: S. Percy Heiber & Co., 32 Front St. W., 
Toronto, Ont. 


STUDENTS REQUIRED: Third and 
fourth year students who are contemplating 
a change are requested to apply. Financial 
assistance for moving expenses will be ex- 
tended if necessary. S. Percy Heiber & Co., 
32 Front St. W., Toronto, Ont. 
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FOR MEN 


AT BETTER SHOE STORES ACROSS CANADA J Factory — Fredericton 


LIFE INSURANCE 
(20 Year Reducing Convertible Term Insurance) 


Annual Premiums 
Age 30 $119.90 Age 40 $222.45 
Age 35 158.20 Age 45 346.45 
insurance service 


WY representing Occidental Life 
“” 969 FALSTAFF AVENUE - TORONTO, 15, ONT. - CH 4-3123 





BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - Halifax, NS. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street : - . - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - Tas a - Toronto 1, Ont. 








McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


802 Bay Street - - - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street : - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - -  -  ~- Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 





MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - : - Regina, Sask. 































LIFE INSURANCE 


MORT. L. LEVY, C.L.U. 
Life Insurance Counsellor 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 


TOM CROOKSTON 
Specializing in non-cancellable disability insurance 
Individual, partnership, “key-man” 


THE PAUL REVERE LIFE INSURANCE COMPANY 
663 YoncE St., TORONTO WALNutT 4-7733 


NORMAN COWAN, C.L.U. 
Estate Planning Taxation Specialist Pension Consultant 
Business and Personal Life Insurance 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 


SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 
W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 
Murray Bostey, B. Comm., F.R.I. Raymonp Bostey, C.P.M., F.R.I. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


347 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Stewart, M.Com., M.A.L. G. I. M. Younes, B.Sc., A.R.L.C.S. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET TORONTO EM 8-2316 


R. S. CHaFre A. D. MacKenzr, P.Enec., M.A.I. L. W. Ray, P.ENc. 
K. Jounston, A.R.I.C.S, 
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Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 


Members: The Investment Dealers’ Association of Canada 
TORONTO + OTTAWA « HAMILTON « WINNIPEG « MONTREAL 


Specializing in 


Professional 
Group 
Continental | accident and 
Casualty | Sickness 
Company | INSURANCE 


Ross D. Hers 
Vice-President and 61 Years of successful underwriting 
Canadian General Manager Claims paid exceed one billion 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 





Canadian 
Succession Duties Reports 


The new Canadian Estate Tax Act, with its fundamentally different approach to 
the taxation of estates, points up the necessity for up-to-the-minute information on 
all Canadian estate and succession duty law. 


The loose leaf CCH Canadian Succession Duties Reporter reproduces not only the 
new Estate Tax Act but also the Dominion Succession Duty Act (applicable to 
estates of persons dying before the new Act is effective) and the Ontario and 
Quebec succession duty statutes, with all regulations and current court decisions 
in full text. The new Act is effective January 1, 1959. 


Fast moving changes of the law, regulations, departmental procedure and legal 
decisions have required regular monthly reporting in the past. They will require 
even more frequent reporting in future with the advent of appeals under the 
new Act to the Tax Appeal Board. 


Lawyers, trustees, executors, accountants and insurance counsellors will particu- 
larly appreciate this complete reporter, cumulatively indexed, always ready to use, 
always up-to-date. 


An added feature—The CCH Stock Transfer Directory listing stock transfer 
requirements and corporations transfer agents and waiver requirements—is 
included with your subscription and kept up-to-date with the regular reports. 


One Loose Leaf Volume —Topically and Cumulatively Indexed 


$30. per year for two years 
$32. per year for one year 
No Installation Charge. 


ANADIAN LIMITED 


AAA AANA ERIN 
PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 132 St. James St. W. 
TORONTO 19, ONT. MONTREAL 1, QUE. 


RU. 3-3335 VI. 9-6954 





ach to 





